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Tue Committee for Economics and Business Research of the 
Temple University School of Business and Public Administra- 
tion was organized to provide a vehicle for stimulating and 
coordinating advanced and analytical studies. Its primary objec- 
tive is to serve the alumni of the University by bringing to their 
attention pertinent developments in the world of business. It is 
also its purpose to contribute to the solution of specific problems 
as an aid to the business community and government. As a 
means of implementing these objectives, the Committee pub- 
lishes quarterly the Economics and Business Bulletin contain- 
ing some of the significant results from its current activities. 


The reader’s appraisal of the Bulletin and comments upon it 
are solicited. The Committee also will appreciate receiving and 
will consider requests or suggestions for particular studies 
which may be of value. 


Address all inquiries to the Committee. 


The opinions and views expressed in the articles contained 
in this Bulletin are those of the writers and cannot be construed 
as the official opinions or policies of the School of Business. 


T 


| 
| 


The Pennsylvania State Tax Structure: 


Past Appraisals and Present Problems 
by RUSSELL H. MACK* 


The increasingly higher levels of public 
expenditures in Pennsylvania are ana- 
lyzed in terms of a revenue system 
which relies heavily upon business taxes. 
The problem of securing adequate re- 
ceipts with which to support the rapidly 
expanding budgetary requirements can- 
not long be deferred. Past and current 
appraisals of the state tax system, oc- 
casioned in large part by criticisms of 
business and industry, are reviewed. 
Numerous suggested changes and modi- 
fications of the tax structure, as well as 
proposals for new tax sources, have 
resulted from these appraisals. The fol- 
lowing analysis may be useful in provid- 
ing a basis for further constructive study 
and evaluation of the Commonwealth's 
tax structure, particularly in view of the 
present fiscal outlook. 


STRIKING increases in the levels of 
state government expenditure and revenue 
requirements occurred during and after 
World War II. Total expenditures of all 
state governments in 1941 were $5.5 bil- 
lion; in 1949 the figure was $11.8 billion. 
To meet these expanding costs, tax rev- 
enues, exclusive of unemployment com- 
pensation, increased from $3.6 billion in 
1941 to $7.4 billion in 1949, an increase 
which was more than double the 1941 
revenue and greater than the entire tax 
collection in 1330.1 


INTRODUCTION 


The situation in Pennsylvania has been 
no exception to this trend. Tax collections 
increased from $269 million in 1941 to 
$444.7 million in 1949, an increase of 65 
per cent. Virtually all of this increase, 


*Russell H. Mack is Chairman of the De- 
partment of Economics of Temple Uni- 
versity. He has been the Tax Consultant 
to the Chamber of Commerce of Philadel- 
phia since 1945 and is a member of the 
Board of Advisors, Pennsylvania Tax In- 
stitute. He has also served as a member 
of the Philadelphia Milk Price Committee. 


however, has occurred since the end of 
the war. During the war, the legislature 
was forced to defer many projects and 
facilities essential for normal peace-time 
operation. As a result of efforts made to 
accumulate funds for post-war projects, 
there was a $109.5 million general fund 
surplus available in this state at the end 
of the 1943-45 biennium. This amount, 
committed by the legislature in 1945, was 
only the beginning. Appropriations of 
$513.8 million for 1945-47 proved insuffi- 
cient to cover increasing operating costs 
in some departments of government and 
deficiency appropriations of $33 million 
were required. In his budget message for 
1947, Governor James H. Duff emphasized 
the urgency of a huge construction pro- 
gram for penal and mental institutions, 
hospitals, and other welfare services. The 
period of planning to meet these needs 
coincided with a period of rapidly rising 
costs and prices. In the 1947-49 biennium, 
the legislature appropriated $70.3 million 
for construction of welfare institutions. 
Subsidies for public education were also 
increased from $163.1 million in 1945-47 
to $227.7 million in the 1947-49 biennium. 


In the budget summary for the 1949-51 
biennium, Governor Duff again empha- 
sized both increasing governmental re- 
quirements and inflationary pressures. 


“In studying this budget we will 
not have a proper comparison with 
expenditures for former years unless 
we constantly keep in mind the ef- 
fects of inflation on State costs. For 
expenditures as a whole we can con- 
servatively say that State costs now 
are at least 50 per cent above pre- 
war costs—that is, the same amount 
of State Government costs 50 per 
cent more now than at the time the 
war commenced. Some costs have in- 
creased much more than 50 per cent. 
Building construction has increased 
200 per cent. Public school subsidies 
which comprise a large share of the 
budget have increased 174 per cent 


1United States Department of Commerce, 
Bureau of Census, State Finances. 
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since 1941 with a 14 per cent decline 
in the number of teachers. The cost 
of operating the Welfare Institutions 
has increased more than 100 per cent 
since 1942. And, too, it is important 
to keep in mind that during the pres- 
ent biennium and continuing into the 
next biennium, we are making expen- 
ditures for many necessary projects 
deferred from the war years.’’2 


To meet state government administra- 
tion operating requirements, the Governor 
recommended appropriations of $663.2 
million from the General Fund or $82.9 
million more than the corresponding total 
for the 1947-49 biennium. The chief items 
contributing to this increase were $34.6 
million for public education, $16.3 million 
for welfare and health institutions, $13.6 
million for operation of departments, and 
$11.2 million for General State Authority 
rentals and estimated interest on vet- 
erans’ bonus bonds. To make adequate 
provision for the major public works pro- 
gram, he requested an additional $147 
million, $118 million of which was to be 
appropriated for welfare and educational 
institutions. Another $15 million was 
recommended for low-rent housing sub- 
sidies and $12 million for Schuylkill River 
desilting. To facilitate the financing of 
the $147 million public construction pro- 
gram, he recommended the establishment 
of a General State Authority. The total 
general fund appropriations, including de- 
ficiency appropriations for 1947-49 recom- 
mended in the budget for 1949-51, 
amounted to $716.3 million. The appro- 
priations passed by the legislature totaled 
$749.8 million and the amount finally ap- 
proved by the Governor was $746.8 mil- 
lion. In order to provide a minimum of 
$200 million to meet urgent highway con- 
struction needs, the Governor also recom- 
mended an increase of $80 million in 
Motor License Fund revenues for the 
1947-49 biennium, 


The mounting costs of state govern- 
ment are of such magnitude as to warrant 


214th Biennial Budget of the Common- 
is aa of Pennsylvania. February, 1949, 
®These appropriations are not included in 


the $663.2 million appropriation from the 
General Fund noted above. 


genuine public concern. The citizens of 
Pennsylvania will soon need to give 
serious attention to the problem of assur- 
ing a revenue system which will support 
these rapidly expanding budgetary re- 
quirements. Among other things, the 
legislators in 1951 will be faced with the 
problem of how to finance bonus pay- 
ments to an estimated 1,215,000 veterans 
of World War II. At the November 
elections in 1949, the voters overwhelm- 
ingly approved a constitutional amend- 
ment permitting a $500 million bond issue 
for this purpose. Prior to the elections, 
consideration of financing provisions was 
studiously avoided. In February of this 
year the State announced the sale of $375 
million of serial bonds maturing over 15 
years to a nation-wide syndicate of banks 
and investment dealers at an interest rate 
of 1.4755 per cent to meet the major cost 
of the bonus payments. Incidentally, this 
was said to be the largest issue of tax- 
exempt obligations ever put out by a 
state or local government authority. 
After total requirements had been more 
accurately determined, it was announced 
that a subsequent bond issue would be re- 
quired, bringing the total to $440 million. 
The cost of financing these issues for the 
coming biennium will amount to about 
$65.2 million. 


An estimated $20 million in additional 
state educational subsidies will be needed 
in the next biennium to cover the rise in 
the maximum subsidy level under present 
legislation. Authority rentals for which 
$3.7 million was appropriated in 1949-51 
will need to be materially increased as 
the $147 million public improvement pro- 
gram is advanced. It will also be neces- 
sary to begin retirement of principal on 
the $50 million public building bond issue 
of 1947. All of the foregoing are commit- 
ments over and above any new facilities 
and services for which the legislature 
may find it necessary to provide in the 
1951-58 biennium. 


In view of the apparent need for addi- 
tional revenue resources, a review of 


‘The New York BS ned Financial Sec- 
tion, February 17, 1950. 
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TABLE I 


Pennsylvania General Fund Revenues, June 1, 1947 to May 31, 1949 


Thousands of 


Dollars Per Cent 
General Taxes 
Gapital Stock, Domestic ..... 63,229 9.77 
Gross Receipts, Public Utilities, etc. .......... 10,802 1.67 
Special Emergency Taxes 
Corporate Net Income 152,772 23.60 
Gross Receipts, Public Utilities .............. 7,795 1.20 
Other Taxes, Penalties, and Interest ......... 297 0.05 
Total, Special Emergency Taxes.......... $303,999 46.96 
Total, General Fund Revenue ................ $647,349 100.00 


Source: Commonwealth of Pennsylvania, Budget Bureau. Operating Funds, Section II. 


the present tax structure of the Common- 
wealth would appear to be in order. No 
attempt will be made to deal with the 
technical and administrative problems of 
individual taxes except insofar as it may 
be necessary to indicate the nature of 
a particular tax burden or to explain the 
nature of opposition which has developed 
with respect to certain types of taxes in 
the system. 


PENNSYLVANIA TAX 
STRUCTURE SURVEY 

The Pennsylvania revenue system re- 
lies heavily upon taxation of selected 
products and services and business taxes. 
Table I shows the major General Fund 
revenue categories for the 1947-49 bi- 
ennium. With the exception of the malt 
liquor tax, “general taxes” are almost 
wholly levies on business, which, together 
with the emergency corporate net income 
and the public utility gross receipts taxes, 


contribute about 45 per cent of the total 
general fund revenues. Selected taxes on 
liquors, soft drinks, and cigarettes totaled 
about 30 per cent of the general fund 
receipts. The liquid fuels tax yielded 
$130 million during this period but, under 
the present constitutional limitation, the 
funds from this tax cannot be appro- 
priated for general fund purposes.5 At 
present, therefore, business taxes and 
levies on selected products account for 
about 75 per cent of the general fund 
requirements. The State does not have 
either a general sales tax or a personal 
income tax, revenue resources upon which 
so many states now draw heavily. 


5J. R. 1 (S. 112) Amendment to Article 
IX of the Constitution of the Common- 
wealth providing that all motor fuel and 
vehicle taxes and fees shall be apportioned 
and used solely for highway purposes. 
— by the electorate November 6, 
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Historically, the general fund tax struc- 
ture of Pennsylvania exhibited few sig- 
nificant changes prior to 1935. As the 
Commonwealth went through the transi- 
tion from an agricultural to an industrial 
economy, it gradually developed a system 
of taxation fairly well suited to the re- 
quirements of industrial expansion. The 
basic soundness of the system was never 
seriously challenged by general economic 
fluctuations prior to the 1930’s. Until the 
Civil War period, the State relied mainly 
upon taxes on real estate, personal prop- 
erty, shares of incorporated companies 
and banks, collateral inheritance, and 
upon various fees and licenses. During 
the Civil War, a tax on net earnings of 
certain corporations was imposed but its 
application was gradually narrowed; by 
1889 the only corporations subject to the 
tax were those without capital stock; 
such as savings fund institutions.® 


A gross receipts tax was first imposed 
in 1886 on railroads, canal, and transpor- 
tation companies and extended to other 
transportation and communications busi- 
nesses in the period up to 1889. Other 
taxes in force by 1889 included the gross 
receipts tax of 1861 on brokers and pri- 
vate bankers, the corporate loans tax of 
1864, and the gross premiums tax on 
insurance companies first enacted in 1873. 
The real property tax for state purposes 
was repealed in 1866 and has never been 
revived. The Revenue Act of 1889 was, 
thus, a composite of most of the tax 
measures of earlier times. This tax struc- 
ture was maintained with only minor 
changes up to World War I. 


During the period from 1917 to 1931, 
there were a number of amendments to 
existing laws but few structural changes 
were made except those which enlarged 
the scope of the inheritance and estate 
taxes. The first gasoline tax was enacted 


®The detailed legislative history of the 
major Pennsylvania taxes may be found 
in the Joint State Government Commis- 
sion, First Report on Tax and Financial 
Problems of the Commonwealth of Penn- 
sylwania, January 1941, and the Joint State 
Government Commission’s Proposals for 
Revision of the Tax Structure of the Com- 
monwealth of Pennsylvania, Report No. 
11, January 15, 1945. 


in 1921 and provisions were made for its 
apportionment to counties in that same 
year. Similarly, a new tax on anthracite 
coal was also imposed but this levy was 
discontinued in 1931. An emergency tax 
on the net income of all corporations, 
except building and loan associations and 
companies subject to a gross premium 
tax, was levied in 1923 for a period of 
two years. 


Even during the early depression years 
of the 1930’s when the Commonwealth 
was faced with grave fiscal problems, 
there was little evidence of any inclina- 
tion to alter the basic structure of the 
tax system. At a special Session of the 
General Assembly called by Governor 
Gifford Pinchot in June, 1932, to provide 
emergency funds for unemployment re- 
lief, an emergency sales tax of 1 per cent 
was imposed for a period of six months. 
The first of several taxes on malt bev- 
erages and liquor was enacted during the 
regular session of the legislature in 1933. 
These new taxes, however, were not suffi- 
cient to forestall the crisis of increasing 
costs and declining revenue, and a fur- 
ther series of emergency tax measures 
was the result. 


The General Assembly in 1985 enacted 
new emergency taxes on corporate net in- 
come, personal property, cigarettes, docu- 
ments, and amusement admissions and an 
additional emergency tax on liquid fuels 
for general fund purposes. A Special 
Session in 1936 placed emergency taxes 
on the sale of alcoholic beverages and 
on liquor sales by distillers to the Liquor 
Control Board. All of these taxes, except 
those on amusements, documents, and 
distillers’ sales were extended beyond the 
original period of their enactment. Emer- 
gency rate increases were also imposed in 
1935 and 1936 upon corporate loans, pub- 
lic utility gross receipts, and shares of 
banks and trust companies. Two other 
important changes in the normal tax 
structure made at that time included the 
imposition of a capital stock (franchise) 
tax on foreign corporations and the sus- 
pension for a period of two years of the 
exemption on manufacturing concerns 
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from the application of the capital stock 
tax. The graduated income tax of 1935 
and the graduated license tax on chain 
stores and theaters enacted in 1937 were 
both invalidated by the courts as a viola- 
tion of the uniformity clause of the State 
Constitution. 


In 1948, the old mercantile license taxes 
dating back to 1821 were repealed and 
the emergency state personal property 
tax and the emergency rates on shares 
of banks and trust companies of 1935 both 
expired and were not re-enacted. How- 
ever, in 1943 the manufacturers’ capital 
stock tax exemption which had been abol- 
ished in 1987 was reestablished, to be- 
come effective the first year after the 
cessation of hostilities of World War II, 
but subsequent acts in 1947 and 1949 have 
postponed the effective date of this ex- 
emption. While the tax rate in corporate 
income was lowered from 7 per cent to 
the present 4 per cent rate by the legis- 
lation of 1943, the previously allowed de- 
duction for federal income taxes was 
eliminated. As revenue needs have ex- 
panded since the war, the cigarette and 
malt beverage tax rates have been 
doubled, the carry-forward and carry- 
back provisions of the corporate net in- 
come tax have been eliminated, and a 
temporary soft drink tax of one cent for 
12 fluid ounces was enacted. No addi- 
tional taxes for general fund purposes 
were required in 1949 but the temporary 
tax on liquid fuels was increased from 
one to two cents for a two-year period 
to provide adequate funds for urgent 
highway needs. In addition, the tempor- 
ary or emergency taxes were extended 
with minor amendments for another two 
years. 


STRUCTURAL APPRAISALS 


The Pennsylvania tax system did not 
develop without opposition. Since, as has 
been shown, it depends primarily upon 
business taxation, any analysis of its 
structure must of necessity be in these 
terms. Numerous attempts have been 
made to focus attention on the growing 
burden of business taxes, the increasing 
resort to taxes on selected products, the 


general tendency to carry forward emer- 
gency taxes from year to year, and the 
need for a thorough revision of the whole 
tax structure in the interest of greater 
balance and equitability. As early as 
1923, the General Assembly created a 
Tax Commission to study the tax systems 
of Pennsylvania and other states and to 
prepare legislation designed to assure 
“the best methods of equitably and effec- 
tively reaching all property which should 
be subject to taxation.” The final report 
of the Commission in 1927 raised several 
issues which have continued to be the 
subjects of controversy. With respect to 
business taxes, the Commission directed 
attention to inequities “which are bound 
to result from a system of special taxes 
in which a tax is imposed on the capital 
stock of some corporations and not on 
that of others, on the sales of certain 
businesses, and not on those of others, 
on incorporated business organizations 
and not on unincorporated business of the 
same nature. The general result has been 
adequate revenue, but a growing feeling 
that the tax burden has been inequitably 
imposed.’’? 

The capital stock tax had become the 
backbone of the revenue system, repre- 
senting 26 per cent of total tax collec- 
tions in the 1925-27 biennium. The tax 
was levied at the rate of 5 mills on the 
capital stock of domestic corporations and 
foreign corporations doing business in the 
state. The Commission, in attempting to 
prepare the citizens of the State for a 
revision of the tax system which it re- 
garded as inevitable in view of the long- 
run revenue requirements, expressed the 
opinion that in taxing business it is un- 
fair to have the entire burden borne by 
capital taxes rather than taxes on profits. 
The Commission directed attention to 
what it termed the inequitable incidence 
of the capital stock tax, stating the situ- 
ation as follows: 

“, .. (Such a tax) is much more 


burdensome to those branches of 
business, which from their nature 


7Final Report of the Pennsylvania Tax 
Sa for 1927, Harrisburg, Pa., 1927, 
p. 27. 
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result in a comparatively small rate 
of profits upon invested capital, than 
it is upon those which by reason of 
specially favorable conditions are 
highly profitable. And to the same 
corporation the burden of the tax is 
much more onerous in years of loss, 
or subnormal gains, than in the years 
when its operations return more than 
the average profit. Although the tax 
may be assessed upon the asset value, 
or on the market price of the shares, 
there are many corporations for 
which neither asset value nor market 
value closely correspond with earn- 
ing capacity.”8 
That the Commission regarded this is- 
sue as a serious problem is evidenced by 
its refusal to suggest any single, forth- 
right solution. Two possible alternative 
proposals were presented: first, that the 
capital stock tax be entirely abandoned 
along with the anthracite sales tax, the 
corporate loans tax, and the mercantile 
hceense tax, and in their stead a tax on 
net profits be enacted; second, that the 
current rates on the capital stock tax be 
reduced, but that a gradual transfer from 
a capital stock base to a profits base be 
effected only if experience showed that 
a profits tax would provide the correct 
system of business taxation. 


A special feature of the capital stock 
tax, which concerned the Commission in 
formulating its recommendations, was 
the provision of the law exempting manu- 
facturing corporations from the tax on 
that portion of their capital employed in 
manufacturing. This provision has pre- 
sented numerous problems over the years 
and in a sense is still an unsettled issue. 
An attempt was made in 1868 to exempt 
manufacturing companies from the net 
earnings and capital stock taxes but the 
legislation was defeated. In 1879, when 
the capital stock tax was first applied to 
limited partnerships, the law expressly 
exempted such partnerships as were or- 
ganized for manufacturing and mercan- 
tile purposes. This seems to be the first 
time the policy of encouraging manufac- 
turing in Pennsylvania appeared in the 


SIbid., p. 47. 


statutes.2 Agitation for the exemption 
again came to a focus in 1885. The legis- 
lative debate on the issue was extensive. 
The exemption was defended not only as 
a direct benefit to employers and em- 
ployees of industry but as an indirect 
benefit to agriculture in that it tended to 
promote a more adequate home market 
for agricultural products. It was argued 
that Pennsylvania was at a disadvantage 
in competition with neighboring states 
having no capital stock tax. Opponents, 
on the other hand, denied the validity of 
such assumptions, challenged its constitu- 
tionality under the uniformity clause, and 
emphasized the loss of revenue which 
would result. A bill was finally passed, 
exempting from the capital stock tax all 
manufacturing companies except those 
manufacturing gas and those engaged in 
making malt, spiritous and vinous liquors. 

Four years later an amendment for 
repeal was proposed and the ensuing 
arguments were even more extended and 
bitter. The proponents of repeal were 
largely rural members who felt that 
farmers were already over-taxed and that 
continuation of the exemption would 
shift even greater burdens onto them. 
Manufacturing, they argued, was already 
well protected by the tariff system and 
had not been inhibited by exaction of 
the tax prior to 1885. Industrialists again 
urged the home market argument; the 
benefits of manufacturing capital accru- 
ing to the great middle class investors 
and to workers in the form of better 
wages and full employment; and that in- 
dustries would migrate to border states 
or to the South if the exemption was 
repealed. While the exemption was con- 
tinued, the question of what constitutes 
“manufacturing” became the subject of 
innumerable disputes and court decisions 
during the period from 1885 to 1935. 
However, as was pointed out in the 1927 
Report of the Tax Commission, to which 
reference was previously made, the argu- 
ments for exemption continued to prevail 


°Tax and Financial Problems of the Com- 
monwealth of Pennsylvania, Joint State 
Government Commission, Harrisburg, Pa., 
January, 1941, p. 131. 
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in spite of frequent legislative attempts 
to repeal it. 

The exemption remained in force until 
1985 when the urgency of additional rev- 
enue for unemployment relief purposes 
occasioned a suspension of the privilege 
for a period of two years. In spite of 
strong opposition, the repeal was made 
permanent in 1987. Since a net corporate 
income tax at the rate of 6 per cent had 
been imposed as an emergency measure 
in 1985 and subsequently extended with 
rate and administrative modifications, 
business and industry began to protest 
the growing tax burdens.1° This led to 
the appointment, in 1937, of The Indus- 
trial Tax Survey Committee, whose duty 
it was to investigate the relative burden 
of business taxes in Pennsylvania and 
other competing states. The final report 
to the General Assembly was rendered 
in 1939.11 The Committee held hearings 
and gathered considerable evidence which 
seemed to the Committee to point to the 
fact that taxes on industrial enterprises 
in Pennsylvania placed them at a disad- 
vantage compared with like enterprises in 
other industrial states. The capital stock 
tax was found to be particularly burden- 
some and it was recommended that the 
rate be reduced from 5 mills to 2 mills. 
With respect to the question of the effect 
of taxes upon the migration of industry 
from the State, the Committee held that, 
while there was no conclusive evidence 
that migration was due solely to burden- 
some taxes, it was, however, one of the 
most important contributing factors. 


In reaching its conclusions, the Com- 
mittee relied heavily upon the findings of 
an independent study made by Clarence 
L. Turner, a recognized tax authority. 
This report, submitted to the State 
Chamber of Commerce in 1938, was an 
attempt to compare the hypothetical tax 
burdens of certain types of business en- 
terprises in 15 states, the choice dictated 


of these two taxes repre- 
sented a 
lections. 

UReport to the General Assembly of the 
Industrial Tax Survey Committee, (Dent 
=a 1939) Commonwealth of Pennsyl- 
vania. 


out one-fourth of total tax col-: 


by comparable facilities which might be 
expected to invite migration from Penn- 
sylvania or offer competition for both 
local and national markets.12 Actual bal- 
ance sheets and income statements of 
Pennsylvania corporations, with slight 
modifications to hide the identity of the 
corporations, were employed to project 
the enterprises into the other states under 
conditions of operation assumed to be 
identical to conditions in Pennsylvania. 
Under such assumptions the results of 
the tax computations showed that, “cor- 
porations generally, under the tax laws 
in effect at December 31, 1937, pay higher 
taxes in Pennsylvania than in any other 
of the 14 states included in the study.” 
This study did not attempt to take into 
account local real estate taxes and other 
local levies because of the confusing div- 
ersity of rates and assessment policies as 
between the various units of government. 
Yet is was recognized that local taxes 
also are often a matter of considerable 
iraportance to an established manufac- 
turer who contemplates the profitability 
of moving his business from one state 
to another. 


In the first tax report of the Joint 
State Government Commission, created 
in 1987 as a continuing agency of the 
General Assembly to undertake studies 
on all phases of state government, an 
attempt was made to revise the Turner 
report by giving effect to local tax differ- 
entials.14 By means of a rather compli- 
cated formula, the so-called “mean effec- 
tive industrial real estate tax rates” were 
computed for the 15 states included in the 
Turner study. The results indicated that 
when both state taxes and local real es- 
tate taxes were considered, Pennsylvania, 
though still ranking higher in tax burden 
than any other state used in the com- 
parison, was closer to other states than 
when the comparison was limited to state 


2Comparative Study of Corporate Taxes 
in Fifteen Industrial States. Pennsylvania 
State Chamber of Commerce, Harrisburg, 
Pa., 1938. 

p. 11. 


“Tax and Financial Problems of the 
Commonwealth of Pennsylvania, op. cit., 
Chapter IV, pp. 70-78. 
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taxes only. For example, on the basis of 
the Turner report, a hypothetical manu- 
facturing corporation would pay $66,272 
in Pennsylvania and nothing in New 
Jersey, but when state and local taxes 
were combined, the indication was that 
it would pay $112,714 in Pennsylvania 
and $72,237 in New Jersey. It was also 
shown from actual balance sheet and in- 
come data supplied by the Department 
of Revenue that a corporate manufac- 
turer who had a relatively large percen- 
tage of his assets in real property might 
pay less taxes in a given state than a 
manufacturer who used but relatively 
little realty. One type of enterprise, for 
example, would apparently pay 10 to 70 
per cent higher taxes in Pennsylvania 
than it would pay if located in seven com- 
peting states and another type could re- 
duce taxes from between 30 and 60 per 
cent by locating in a state other than 
Pennsylvania. The study, however, prop- 
erly cautioned against the tendency to- 
ward over-emphasis of tax impact differ- 
entials as a cause of industrial migration. 
Other factors such as marketing possibili- 
ties, wage rates, freight charges, and the 
supply of equity capital may more than 
compensate for what might appear to be 
an unfavorable tax situation. 


Since the purpose of the initial tax 
report of the Joint State Government 
Commission was that of gathering, or- 
ganizing and presenting in convenient 
form pertinent data bearing on public 
expenditures and taxes, no specific sug- 
gestions for fiscal changes were offered. 
During 1948 and 1944, a subcommittee 
on Continuation of the Tax Study, pre- 
pared a series of reports and recom- 
mendations which greatly extended the 
scope of the original tax study. Pennsyl- 
vania businessmen and industrial leaders 
continued their efforts to obtain relief 
from what was considered unduly burden- 
some and inequitable taxation. There 
was particularly strong agitation for re- 
storation of the manufacturers’ exemp- 
tion from the capital stock tax. This 
problem was again reviewed in the report 


on the Revision of the Tax Structure.15 
One of the main objectives of the Tax 
Advisory Committee appointed to con- 
duct the study, was that of seeking the 
means whereby Pennsylvania might be 
made “a more attractive state for the 
expansion of existing business and in- 
dustry, as well as new capital enterprises, 
thereby stimulating employment and pro- 
duction in the post-war period.” 


Referring to current trends in various 
economic factors which appeared to un- 
derlie the present tax structure of the 
Commonwealth, the Committee said: 


“Over the past twenty years there 
has been a steady decline in the pro- 
portion of national population, na- 
tional wealth, and national income, 
enjoyed by the Commonwealth of 
Pennsylvania. These alarming devel- 
opments are related in some major 
degree to an absolute decline in the 
production of the Commonvwealth’s 
extractive industries, as well as to 
a relative decline in the Common- 
wealth’s share of national production, 
derived from the heavy industries 
and, to a less extent, from the pro- 
cessing and finishing industries. The 
current industrial boom, beginning 
in 1941, which has resulted from 
prosecution of the current war, has 
actually accelerated the former 
trends, despite a great expansion in 
production and employment in most 
all fields of activity within the state. 
Present trends indicate, however, 
that, with the conclusion of the way 
production phase, the decline of the 
Commonwealth’s share of the na- 
tional wealth and national income 
will be even greater than in the past 
decade, unless, among other factors, 
the tax policy of the Commonwealth 
is revised in such a constructive man- 
ner as to attract to the state new 
capital for expansion of existing in- 
dustries, as well as for creation of 
new enterprises.’’16 


The report pointed out that the normal 
tax structure of the state dated from 
a period when population, income, wealth, 
and industries were expanding at a 
greater rate than for the nation as a 


4%The Tax Advisory Committee. Propos- 
als for Revision of the Tax Structure of 
the Commonwealth of Pennsylvania, Re- 
pert No. 11, Harrisburg, Pa., January 15, 


1Ibid., p. 18. 
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TABLE II 


Per Cent of Total Tax Revenues Derived from Selected Bases, 1941 
(Nine Industrial States) 


Business General 
General 
Corporate Specific Individual Sales 
Net Busi- et Gross Selected 
State Income nesses Total Income Income Sales Total 
11.2 23.9 35.1 35.6 35.6 
New York 11.9 15.3 212 23.7 28.1 51.8 
4.8 19.7 24.5 17.0 31.6 48.6 
2 ae 8.0 8.1 16.1 Tl 38.5 22.9 68.5 
13.0 13.0 28.3 40.2 68.5 
...... 10.2 10.2 48.7 29.2 717.9 
Michigan 8.4 8.4 42.7 22.6 65.3 
8.1 8.1 35.6 35.6 
Indiana ..... 7.0 7.0 80.1 87.4 67.5 


Source: The Tax Advisory Committee, Proposals for Revision of the Tax Structure 
of the Commonwealth of Pennsylvania, Report No. 11, Harrisburg, Pa., January 15, 


1945, p. 25. 


whole. Although this condition no longer 
prevailed, it was shown that the state 
had continued to tighten up the old tax 
structure rather than to attempt a re- 
vision which would encourage the confi- 
dence and incentive necessary for re- 
newed growth in business and industry. 
Indeed, in 1985 when emergency revenue 
needs required the resort to new sources 
of tax revenue, even heavier taxes were 
imposed upon manufacturing capital, 
business corporations, public utilities, 
banks, and trust companies. 


The committee at this time prepared 
a further comparative study of the tax 
burdens of Pennsylvania and eight other 
industrial states. A summary of its find- 
ings are presented in Table II. It was 
shown that the proportion of total rev- 
enue derived from corporate and business 
taxes in Pennsylvania amounted to 35.1 
per cent, the highest of the nine states 
studied, the others varying from 7 per 
cent in Indiana to 27.2 per cent in New 
York. On the other hand, Pennsylvania 
and New Jersey showed the smallest pro- 
portionate collections from sources other 
than business taxes, 35.6 per cent in both 
eases. Such collections for the other 
states ranged from 48.6 per cent in 
Massachusetts to 77.9 per cent in Illinois. 
Since Pennsylvania was the only state 
exacting so large a proportion of its state 


revenues from the taxes on capital and 
corperate net income, the Committee ar- 
rived at the following conclusion: 


“This fact, in view of the funda- 
mental desirability of encouraging 
industry to come into the state, as 
the principal means of producing and 
maintaining a high level of state in- 
come and, consequently, employment 
and consumption, indicates that the 
tax policy of the Commonwealth 
must be promptly revised. It must 
be reorganized not only to provide 
the revenue, essential for desirable 
state and local governmental func- 
tions, but to distribute the tax bur- 
den over its taxable resources in 
such a manner that private enter- 
prise (in industry and business) will 
be given positive encouragement to 
enter and expand in the state in order 
to reverse present trends in the 
state’s economy, particularly in the 
distressed and depleted areas. This 
result can be accomplished by a re- 
apportionment of the tax burden, 
which will permit the Commonwealth 
to offer to private enterprise approxi- 
mate equality with competitive states 
in the tax burden on capital and cor- 
porate net income.”!7 


With special reference to the capital 
stock and franchise tax, the Committee 
asserted that, with the possible exception 
of Massachusetts, the Pennsylvania tax 
was the highest imposed by any state in 
the union. However, it was recognized 


Ibid., p. 27. 
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that this tax “possesses highly desirable 
revenue characteristics, responding gen- 
erally and moderately to increases in 
state and national income, while exhibit- 
ing great stability and a relatively slow 
rate of revenue decrease in periods of 
economic decline.”18 But this very sta- 
bility, it was asserted, makes the tax 
especially onerous upon corporations be- 
cause, by the same token, its burden does 
not vary with ability to pay. While the 
Committee did not suggest the elimina- 
tion of the tax, it was recommended that 
the rate be reduced from 5 to 4 mills. In 
the interest of further amelioration of 
the disproportionately heavy burden upon 
manufacturing corporations, the Commit- 
tee urged that nothing be done to disturb 
the prospective restoration of the exemp- 
tion for manufacturing capital. This ex- 
emption, in the view of the Committee, 
had strong claims to support its survival 
in that prior application of the provision 
of the law over a long period of years 
had “implemented a policy to encourage 
manufacturing in the state and thus pro- 
moted the utilization of Pennsylvania’s 
peculiarly appropriate resources of labor 
and raw materials to the advantage of 
its citizens.”19 


In view of the fact that the tax changes 
suggested by the Tax Advisory Commit- 
tee, particularly those designed to remove 
some of the burden from corporations, 
would have involved a considerable re- 
duction in receipts, two new sources of 
revenue were recommended. One was a 
state retail sales tax to be levied at the 
rate of 2.5 per cent and the other, a net 
income tax on unincorporated business 
at a rate equal to that imposed on incor- 
porated business under the net income 
tax. While certain administrative changes 
suggested by the Committee were later 
given legislative approval, none of the 
major recommendations was accepted. 


18Ibid., p. 97. 

Ibid., p. 31. One other argument was 
offered in defense of the exemption fea- 
ture. “If it be asserted that the manufac- 
turing exemption is inconsistent with the 
theory that all enterprise should bear a 
share of the tax burden, a partial answer 
is to be found in the corporate income tax, 
the bulk of which is paid by corporations 
engaged in manufacturing.” 


Under conditions of strong business ac- 
tivity and increasing revenues, the legis- 
lature was under no pressure to alter the 
general tax structure in the 1945-47 bi- 
ennium. 

In the meantime, as a part of a general 
program to encourage the location of 
new enterprises in Pennsylvania, the Bud- 
get Bureau of the Commonwealth in 1945 
made a comparative study of taxes in the 
eastern states.20 The eight states included 
in the study were: Connecticut, Delaware, 
Maryland, Massachusetts, New Jersey, 
New York, Ohio, and West Virginia. Six 
actual important manufacturing and mer- 
cantile corporations with varying propor- 
tions of business conducted within and 
without the Commonwealth were chosen 
from eastern, western, and central indus- 
trial areas in the State. It was assumed 
that these six corporations were trans- 
ferred to each of the other eight states. 
With the assistance of taxing officers of 
those states, the taxes payable were 
computed. Special local tax ratios were 
worked out and the local taxes which the 
corporations would have had to pay in 
the locations selected in each of the eight 
states were also computed. While the 
locations picked out in each of the states 
represented important industrial areas, 
comparisons could be valid only for these 
locations and not generally. 


The general conclusion relative to state 
tax burdens which seemed to be war- 
ranted from the data computed under the 
above assumptions was that “state cor- 
porate taxes are somewhat higher in 
Pennsylvania than in the other states be- 
fore effect is given to the manufacturers’ 
exemption. The manufacturers’ exemp- 
tion improves Pennsylvania’s situation, 
but in relation to at least half of the 
states, Pennsylvania’s position is still 
somewhat unfavorable.”21 When local 
taxes were included, Pennsylvania ap- 
peared to have considerable advantage 
and the statement was made that “what- 
ever favorable relative position Pennsyl- 


®Commonwealth of Pennsylvania Budget 
Bureau Relative Corporate Tax Burdens in 
Pennsylvania and Eight Other Eastern 
States. eee Pa., (mimeo) 1945. 
2%bid., p. 11. 


| 


PAST APPRAISALS AND PRESENT PROBLEMS 


vania has when the total of both state 
and local taxes is considered is derived 
chiefly from its favorable relative position 
on local taxes.”’?2 The report ends, how- 
ever, with the following precautionary 
statement. “Since financial statements 
of corporations differ greatly and local 
tax rates and assessements vary widely 
among the various taxing districts in 
Pennsylvania and the other states, it is 
felt that this study cannot be used as 
the basis for broad generalizations. The 
study shows what the situation is for the 
corporations included in this study in the 
localities concerned in Pennsylvania and 
in the other states.’’23 


In the light of the above statement, 
business interests striving for tax relief 
were moved to protest the use of Com- 
monwealth advertising designed to at- 
tract new business to the state on the 
strength of the assertion that “most busi- 
nesses and individuals find greater tax 
advantages in Pennsylvania.” Moreover, 
since the study stated the comparative 
tax advantage of Pennsylvania in terms 
of the manufacturers’ exemption, subse- 
quent plans of the administration to fur- 
ther postpone the exemption privilege 
were criticised as constituting a virtual 
nullification of the original attempts to 
encourage the location of new business in 
Pennsylvania. 


While, as noted above, there were no 
changes made in the tax system of the 
state as such, in the 1947-49 or the 1949- 
51 biennia, industrial leaders and various 
business groups continued to press for 
tax reform. Businessmen have not been 
unmindful of the many factors which 
influence or determine the location of 
industry nor of the important industrial 
position of their state, but there is a 
widely held opinion that business taxes 
are frequently a deterrent, if not a bar- 
rier, to industrial expansion. One recent 
study summarizes this situation as fol- 
lows: 


“When analyzed and compared, 
Pennsylvania’s state taxes on busi- 


21bid., p. 9. 
p. 11. 


ness certainly cannot be considered 
as inducements to locate or expand 
in this Commonwealth. ... 


“Most objectionable to business are 
the capital stock-franchise taxes. As 
their name indicates, these are taxes 
on capital, rather than earnings. Like 
other relatively fixed charges, they 
must be paid regardless of the cur- 
rent income status of corporations. 
They are most onerous in the lean 
years of losses or low income, and 
work particular hardships on 
struggling new and growing concerns 
that are badly in need of capital to 
finance expanded production and in- 
creased employment. 


“Not only are these taxes funda- 
mentally uneconomic, from the stand- 
point of corporations that lack the 
high and stable earnings to pay them 
without a serious sacrifice of needed 
investment funds, they are also im- 
posed at such exceptionally high 
rates in Pennsylvania that their re- 
gressive burdens are further accen- 
tuated. Manufacturing corporations, 
which generally have some choice in 
selecting plant locations, are espe- 
cially reluctant to expose themselves 
to Pennsylvania’s relatively severe 
capital stock or franchise tax. In 
many lines of manufacturing, earn- 
ings fluctuate and losses are fre- 
quently encountered. Under such 
conditions, a corporation with mobil- 
ity of investment in new or additional 
facilities will try to avoid a hostile 
tax climate.”24 


The above mentioned study comparing 
nine other industrial states showed that 
business taxes in Pennsylvania accounted 
for a higher percentage of all state rev- 
enue in 1947 than in any of the other 
nine states. This pattern of the distribu- 
tion of taxes was also indicated in a 
tax study of the Chamber of Commerce 
of Philadelphia which included the states 
adjacent to Pennsylvania.?5 


The most recent governmental study 
of the Pennsylvania tax system was that 
of the Tax Study Committee authorized 
under the Joint State Government Com- 


“Pennsylvania State Chamber of Com- 
merce. “Business Taxes and Industrial 
Trends in Pennsylvania and Other States.” 
Research Bureau Report, Bulletin No. 124, 
Harrisburg, Pa., October, 1948. 

Chamber of 4 Philadelphia. 
“Tax Reform Urgent.” 
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mission in 1947.26 The language of the 
Act creating the Committee referred to 
the existing tax structure as lacking a 
scientific and equitable basis and to the 
frequent representations that it unduly 
burdens industrial enterprise. It was the 
duty of the Committee to recommend 
ways and means of state financing “upon 
a more scientific and equitable basis and 
to safeguard and enhance the industrial 
position of the Commonwealth.” 


Recognizing the consistent record of 
substantial and relatively stable revenue 
yields from capital stock and franchise 
taxes and, therefore, reluctant to suggest 
the surrender of these business tax 
sources in favor of sole reliance upon a 
tax on corporate net income which would 
be subject to sharp fluctuations with the 
level of business activity, the Committee 
recommended an alternative base cor- 
poration tax for Pennsylvania. The al- 
ternative base suggested was “employed 
capital,” defined as total capital less 
short term liabilities to which base a 
low millage rate would be applied. The 
taxpayer would be required to pay which- 
ever of these two levies produced the 
highest tax yield. 

Under present statutes, capital stock 
and franchise liability is determined by 
applying the 5 mills rate to actual value 
in cash as it existed at the close of the 
tax period. The officers of the corpora- 
tion are required to make this appraisal 
of actual value, taking into consideration 
(1) the average price of capital stock 
sold during the year; (2) the value in- 
dicated or measured by net earnings and 
dividends; and (3) the actual value indi- 
cated or measured by the intrinsic value 
of assets including good will, franchise, 
and privileges. This valuation is subject 
to review by the taxing officers of the 
Commonwealth. Commenting upon this 
lack of any strict formula for determin- 
ing value of capital stock, the Tax Study 
Committee said: 


“None of these bases of value can 


*Tax Study Committee. Report of Find- 
ings and Recommendations on the Penn- 
sylvania Tax System. Harrisburg, Pa., 
Part I, February, 1949. 


be computed without arbitrary as- 
sumptions. The taxpayer’s judgment 
may differ from the judgment of the 
assessing officer with the result that 
final tax liabilities are very often 
settled only after protracted negotia- 
tion frequently ending in litigation. 
“Since the settlement of these tax 
liabilities is dependent on the judg- 
ment of taxing officers and taxpayers 
with respect to ‘values,’ non-uniform 
treatment of corporations similarly 
situated is likely to result. A more 
uniform and more prompt determina- 
tion of tax liability cannot be assured 
within the framework of the existing 
capital stock and franchise tax sta- 
tutes. Negotiation and delay will 
continue to characterize Pennsyl- 
vania’s capital stock and franchise 
tax settlements so long as these sta- 
tutes remain in force. This increases 
the Commonwealth’s cost of admin- 
istration and the expense which the 
taxpayers must assume in order to 
secure final tax settlement. In addi- 
tion, uncertainty as to the amount of 
the tax liability may impede produc- 
tion and investment planning.’’7 
Reference to Table I reveals that spe- 
cial emergency taxes accounted for vir- 
tually 47 per cent of General Fund rev- 
enues in 1949. The Tax Study Committee 
pointed out the anomaly of describing as 
“emergency” or “temporary” those taxes 
which continue to account for such a 
large proportion of general fund rev- 
enues. While opposed in general princi- 
ple to the singling out of any particular 
commodity for tax purposes, the Com- 
mittee recommended the continuation of 
the emergency taxes, with one exception, 
on the ground that they had “come to be 
an integral and accepted part of the tax 
system” and should, therefore, be made 
a permanent part of the tax structure. 
The one exception was the soft drink tax 
introduced as a temporary tax in 1947 
and continued again for the 1949-51 bien- 
nium. This levy has been vigorously chal- 
lenged by the bottlers of the state on 
several grounds. It is condemned as un- 
just and discriminatory; the rate—equiv- 
alent to a 20 per cent tax on sales—is 
held to be exorbitant and to press de- 
structively upon a business of small 
profit margins. 


*Ibid., pp. 16-17. 
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SOME APPRAISALS 
OF SPECIFIC TAXES 


The major business tax structure cri- 
ticisms with suggested changes have been 
reviewed in this paper. To complete this 
discussion, some related appraisals of a 
few specific taxes directly or indirectly 
affecting business may be indicated. The 
Pennsylvania corporate loans tax, for ex- 
ample, has been opposed as inequitable, 
inefficient, and uneconomic.28 It is a 
tax imposed at the rate of 4 mills on 
various types of intangible personal prop- 
erty in the hands of Pennsylvania holders 
or owners and paid at the source by the 
corporation issuing or paying interest 
upon the obligation. Both the property 
taxed and the holders liable for payment 
are qualified by numerous exceptions. In 
general, taxable indebtedness consists of 
all scrip, bonds, certificates of indebted- 
ness, including mortgages, notes, judg- 
ments, and the like. Bank notes, dis- 
counted notes of banking institutions, 
interest bearing accounts of banking and 
savings institutions, and indebtedness on 
which interest has not been paid are 
exempt. The tax is calculated on the 
principal sum or face value of the obliga- 
tion; no consideration is given to its 
actual value or to the interest rate of 
the obligation. Thus the loan tax in- 
creases proportionately as the income 
produced decreases, except that, where 
there is no income, there is no tax. Col- 
lection of the tax at the source, which 
requires the corporation to establish and 
report the identity and residence of each 
holder of its corporate indebtedness, has 
been the source of many complaints 
against its inconvenience, irritation, and 
the high cost of compliance. 


The Tax Advisory Committee in 1945 
recommended that the corporate and 
municipal loans taxes be abolished and 
that the obligations formerly taxed there- 
under be subjected to the personal prop- 
erty tax. However, the personal property 
tax, levied and collected by the counties 
at a rate of 4 mills on the market value 


The correlative municipal loans tax has 
been subject to the same criticism. 


of various types of intangible personal 
property in the hands of Pennsylvania 
owners or holders, has also encountered 
much opposition because of its inequity 
and administrative inconsistencies. For 
these reasons, the Tax Study Committee 
in 1949 recommended its repeal and the 
substitution of a state collected tax on 
all types of investment income (net rents, 
royalties, and dividends) except the in- 
terest from federal, state, and local se- 
curities. It was also recommended that 
the proceeds of this tax, levied at the rate 
of 4 per cent, should be distributed to the 
counties on a formula basis. 


Another minor revenue source which 
has received criticism is the bonus tax. 
Technically it is not a tax but a price 
paid for the corporation charter. It is 
levied on domestic corporations at the 
rate of one fifth of one per cent of the 
authorized or stated capital stock. and on 
foreign corporations at one-third of one 
per cent of the amount of capital actually 
employed within the State. In recom- 
mending the repeal of the bonus acts, 
the Tax Advisory Committee pointed to 
the fact that fees for incorporation in 
most states are graduated on the basis 
of authorized capital with a substantial 
number imposing a fixed fee for regis- 
tration of foreign corporations, that the 
levy had given rise to innumerable ad- 
ministrative burdens, and that the bur- 
den, both on domestic and foreign cor- 
porations, was the highest in the country. 
The receipts derived from it in 1949 
represented only 0.5 per cent of total 
general fund revenues. 


Of considerable concern to those who 
have been protesting the increasing cor- 
porate tax burdens in the state was the 
elimination in 1947 of carry-back, carry- 
forward provisions from the Pennsyl- 
vania corporate net income tax law. The 
State Chamber of Commerce, for ex- 
ample, vigorously opposed the elimina- 
tion of this provision, pointing out that 
“the averaging of corporate earnings is 
particularly vital in a heavy industry 
state like Pennsylvania, where wide fluc- 
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tuations in earnings may occur between 
good and bad years.”’29 


THE PROBLEM OF 
NEW TAX SOURCES 


Without attempting to estimate the 
amount of additional revenue which may 
be required in the coming biennium, but 
assuming that it may be considerably in 
excess of the amount which could be 
realized from present sources without 
imposing an unreasonable and inequitable 
burden upon the present tax structure, 
some consideration should be given to 
the problem of new revenue potentials. 
The most commonly cited possibilities 
are the personal income tax and the re- 
tail sales tax. Because of Article IX, 
Section 1 of the Pennsylvania Constitu- 
tion which requires that all taxes shall 
be uniform upon the same class of sub- 
jects, a graduated income tax could not 
be employed without a constitutional 
amendment. A number of attempts have 
been made to secure such an amendment 
but none has succeeded. The amendment 
was recommended by Governor Pinchot 
who urged the personal income tax as 
the fairest method of meeting the finan- 
cial emergency of 1932; it was recom- 
mended by the Industrial Tax Survey 
Committee in 19389 and by the Tax Ad- 
visory Committee in 1945.30 The Tax 
Survey Committee of 1949 recommended 
merely that the General Assembly take 
under advisement the appropriate amend- 
ment to provide for personal exemptions 
and graduated rates under an income tax. 
At the legislative session in 1949, an at- 
tempt was made to couple the amendment 
with the final vote of the electorate on 
the soldiers’ bonus amendment, but the 
proposed legislation failed and the prob- 
lem of financing the bonus bond issue 
was deferred until the 1951 session. In 
view of constitutional limitations, there 
has been some agitation for a flat rate 


2Business Taxes and Industrial Trends 
in nn and Other States,” op. cit., 
p. 3. 


*These Committees, however, did not 


specifically recommend the use of an in- 
come tax at that time, merely that the 
state be given authority to levy one when 
necessary. 


personal income tax without exemptions. 
Apart from the fact that this type of 
tax would violate the ability to pay prin- 
ciple, it would also complicate the prob- 
lem of financing many local governments. 
Philadelphia and almost 200 other small- 
er local governmental units are using 
wage or income taxes, which, under 
present legislation,3! they would be re- 
quired to forego if the State should also 
decide to impose such taxes. 


An emergency sales tax was adopted 
in Pennsylvania in 1982 but was in effect 
for only six months. The Tax Advisory 
Committee recommended the adoption of 
a retail sales tax as the type of tax best 
calculated to 


“broaden and round out Pennsyl- 

vania’s tax system and make possible 

a substantial reduction in the present 

(1945) unduly high local realty tax 

burden by the dedication of the sales 

tax proceeds exclusively to the sup- 
port of the public schools of the 

Commonwealth.” 

More recently, the Tax Study Committee 
also has suggested the imposition of a 
retail sales and use tax upon tangible 
property, except food and the commodi- 
ties now subject to State excise taxes. 
It was proposed that the proceeds be 
used chiefly to facilitate the financing 
of mandated local governmental costs, 
but it was also suggested that this tax 
“would establish in Pennsylvania a broad 
base tax which might be used to finance 
other contingencies, such as the soldiers’ 
bonus.” 

Those who advocate some type of broad 
base tax for Pennsylvania point to the 
increasing popularity and _ substantial 
yields of sales and income,taxes through- 
out the country. Used by 28 states in 
1950, the general sales or gross receipts 
tax was the largest single producer of 
state revenue, the yield representing 21 
per cent of ali state tax collections, ex- 
cluding unemployment compensation. 
Some states have obtained exceptionally 
large yields from it; in 1950, Washington 
received 52 per cent of all its tax revenue, 


aP.L. 45 (Sterling Act, 1932) and P.L. 
1145 (Act 481, 1947). 
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excluding unemployment compensation, 
from this source; Illinois, 44 per cent; 
California, 40 per cent; and, Ohio, 35 
per cent.32, While the individual income 
tax is now used in 31 states, it by no 
means rivals the sales tax as a revenue 
producer. The preliminary reports of the 
Bureau of Census for 1950 show state tax 
collections of $743 million from the indi- 
vidual income tax and $1.7 billion from 
general sales and gross receipts taxes. 

Since the repeal of the mercantile li- 
cense tax in 1948, unincorporated busi- 
ness in Pennsylvania has been free of 
taxation for state purposes. Thus it has 
been argued that incorporated business 
suffers a competitive disadvantage. A 
special tax on unincorporated business 
has been proposed as a means of correct- 
ing the inequity of the tax structure and 
forcing this segment of business to make 
some contribution to the general fund of 
the Commonwealth. The States of New 
York, Connecticut, Rhode Island, and the 
District of Columbia now impose taxes 
on unincorporated businesses as such. 
The Tax Advisory Committee in 1945 rec- 
ommended a net income tax on unincor- 
porated business at a flat rate equal to 
the state rate imposed upon corporate 
net income with reasonable deductions of 
salary or compensation of proprietors 
and exemptions for farmers selling their 
own products, professional men, and 
agents or brokers not engaged in the 
sale of tangible commodities.33 

The Tax Study Committee in 1949 like- 
wise advocated this type of tax but ata 
lower rate than for incorporated business. 
It was felt that the advantages of the 
corporate form inherent in the limited 
liability of stockholders justified a higher 
rate than in the case of unincorporated 
business. Under the Committee proposal, 
professional activity would not be exempt 
from the tax. Income would be defined in 
accordance with the concepts employed 
in the determination of corporate net in- 


United States Bureau of Census. State 
Tax Collection in 1950. August, 1950. Pre- 
oer figures for fiscal year ending in 


Advisory Committee, op. cit. 
197-199, 


come and income derived from interstate 
operations would be allocated to Pennsyl- 
vania in the same manner as that of 
interstate corporate income.4 


Experience with the unincorporated 
business tax has revealed a number of 
administrative difficulties in determining 
what constitutes a profession and when 
a person is considered to be engaged in 
a business. The use of the tax in Penn- 
sylvania would also encounter the charge 
of double taxation in that Philadelphia 
and a large number of local governments 
are now employing wage and income 
levies which include the net profits of 
unincorporated businesses, and which, as 
noted above, they would probably be re- 
quired to surrender if the State also de- 
cided to tax the same base. Even if the 
Sterling Act and Act 481 could be 
amended to permit local units to continue 
their levies under these circumstances, 
the local taxes might be subject to con- 
stitutional attack under the uniformity 
clause. 


CONCLUDING OBSERVATIONS 


Thus far, the tax system of Pennsyl- 
vania has met the test of fiscal adequacy. 
Like most tax systems, however, it has 
developed without benefit of adequate 
regard for the long-run requirements of 
structural integration and equitable dis- 
tribution of burdens. As has been noted, 
the Commonwealth has relied heavily 
upon taxes on business and selected com- 
modities. Emergency conditions have 
dictated the imposition of new taxes and 
higher rates on certain existing tax bases 
and, since those levied have been con- 
tinued as “temporary taxes” from one 
biennium to another, they now appear to 
have attained the status of permanent 
taxes. 


The expanding pressure of post-war 
revenue requirements against this struc- 
ture have been indicated. Normal costs 
of operation have increased rapidly; edu- 
cational requirements which have doubled 
since 1945 constituted about 34 per cent 
of general fund expenditures in 1947-49, 


“Tax Study Committee, op. cit., p. 29. 
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and the demand for higher standards of 
public education are likely to increase the 
pressure for further expansion in this 
direction; programs of public improve- 
ment, particularly for completing post- 
poned programs involving the additional 
construction and servicing of health and 
welfare institutions will represent a con- 
tinuing demand for state funds; and pro- 
visions for servicing and retirement of 
the Veterans’ bonus bond issues will re- 
quire additional appropriations. 


If the next General Assembly is con- 
fronted with the problem of raising sub- 
stantially larger amounts of revenue, 
there will be a question as to whether the 
funds can be derived from present rev- 
enue sources or whether new taxes will 
be needed. In any case, serious consid- 


eration should be given to the major 
suggestions and recommendations of 
previous studies and reports which at- 
tempted to substantiate the validity of 
criticisms leveled against the state tax 
system by numerous individuals and busi- 
ness and professional groups during the 
last two decades. Consideration should 
be given to the problems of attaining 
proper balance between different types 
of taxes in the system, the elimination 
of irrational and irritating features of 
certain taxes, and the avoidance of taxes 
and rate structures which might have 
the effect of depressing business or 
checking economic progress. It is to be 
hoped that new taxes will not be imposed 
on the basis of expediency but in ac- 
cordance with the principle of equity and 
sound fiscal policy. 


PHILADELPHIA BUSINESS INDEX 


The September issue of the Bulletin 
presented a new index designed to reflect 
economic activity exclusively within the 
boundaries of the City of Philadelphia. 
It was computed from a combination of 
statistical series representing (1) indus- 
trial electric power sales; (2) indexes of 
employment and cmployee-hours; (3) de- 
partment store sales; (4) bank debits; 
and (5) total construction. The base 
period was the average month for the 
year 1947. The following table presents 
the index for the years 1939 through 1949 
and by month through October, 1950. For 
a complete description of the method see 
“A Measurement of General Business 
Conditions in the City of Philadelphia.’ 


1Robert T. Kline, “A Measurement of 
General Business Conditions in the City of 
Philadelphia,” Economics and Business 
Bulletin, School of Business and Public Ad- 
ministration, Temple University, Philadel- 
phia, Pa., September, 1950, pp. 33-40. 


Index of General Business Conditions, 
City of Philadelphia 


1947 — 100 
Year Index Number 
1939 73 
1940 
1941 96 
1942 99 
1943 106 
1944 106 
1945 98 
1946 100 
1947 100 
1948 103 
1949 97 
1950 January 100 
February 103 
March 103 
April 105 
May 105 
June 105.6 
July 103.9 ~ 
August 112.4 
September 114.8* 


*Preliminary. 
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Methods of Company Employment Stabilization 


by SAMUEL M. WILSON* 


An evaluation of company programs 
which may result in some degree of 
employment stability—this article sum- 
marizes the most common devices used 
by management to increase plant effi- 
ciency, one phase of which is employ- 
ment regularization. Although a general 
and theoretical treatment, this article is 
built around a survey of 25 Philadelphia 
firms producing non-durable consumer 
goods and is designed to show the 
techniques used principally by firms of 
this type to secure stability of opera- 
tion. Management's responsibility for 
production efficiency is shown to include 
responsibility for some measure of em- 
ployment stabilization and the specific 
devices generally used, as well as some 
new proposals, are analyzed. 


DURING the last half century the Amer- 
ican people have been faced with a grow- 
ing problem of insecurity due to indus- 
trial unemployment. Relief and other 
social security devices have been adopted 
at the Federal and State levels as one 
means of meeting the problem; and, con- 
siderable attention has been devoted to 
the possibilities of developing programs 
for employer participation in reducing 
the onus of the problem, Similarly, in- 
creasing emphasis has been given to the 
development of specific internal or man- 
agerial employment regularization pro- 
grams within specific companies. Since 
the early 1920’s, for example, much 
thought has been given to the idea of 
production planning with a view to the 
elimination of peak and trough employ- 
ment periods and reducing the amount of 
casual employment in manufacturing 
firms. It is the purpose of this article 
to review the history of some of these 
management devices which have been 
evolved as a means of increasing plant 
efficiency and incidentally of regulariz- 


*Samuel M. Wilson is a member of the 


Management Faculty of the Temple Uni- 
versity School of Business and Public 
Administration. 


ing employment in specific companies. 
Although the study is general, the ex- 
perience of 25 non-durable consumer 
goods industries in the Philadelphia area 
was investigated! These findings have 
been used both to illustrate and to test 
the general thesis developed by industry 
management theorists during the past 
half century—that a high degree of em- 
ployment stabilization can be achieved 
by specific company efforts in that di- 
rection. 


THE HISTORY OF 
COMPANY STABILIZATION 


Employment regularization as a prob- 
lem of business management was vir- 
tually unrecognized at the beginning of 
the 20th century. All industrial coun- 
tries regarded unemployment accompany- 
ing major economic recessions as an un- 
avoidable social phenomenon.2 The prob- 
lem was considered one of maladjustment 
of the labor supply rather than one 
caused by economic forces over which 
businessmen could exert control. During 
the first decade of the 20th century, re- 
ports of several committees created espe- 
cially to examine the causes of and sug- 
gest remedies for irregularity totally 
ignored the possibility of using improved 
methods of business management as one 
means of meeting the problem. 

A report prepared by an engineering 
committee, appointed by Mr. Herbert 
Hoover, the President of the Federated 
American Engineering Societies, and 


1The types of firms surveyed for employ- 
ment stabilization techniques include: Pe- 
troleum Refining, Transportation, Com- 
munications, Publishing, Department 
Store, Chemical Products, Ice Manufactur- 
ing, Can Container Manufacturer, Drug & 
Pharmaceutical Mfg., Pharmaceutical Man- 
ufacturing, Milk Products, Milk Process- 
ing, Food Processing, Wholesale Foods 
Products, Meat Packing, Confectionery (2 
companies), Chewing Gum Manufacturer, 
Cigarette Manufacturing, Cigar Manufac- 
turing (2 companies), Greeting Cards Pub- 
lisher, Laundry & Dry Cleaning, Brewing, 
and Carbonated Beverages. 


2American Section of the International 
Chamber of Commerce, “Employment Reg- 
ularization in the United States of Amer- 
ica,” Washington, D. C., April, 1931, p. 7 


20 METHODS OF COMPANY EMPLOYMENT STABILIZATION 


published in June, 1921, attributed 50 
per cent of business waste of industrial 
operation to the management of indus- 
trial enterprises. The responsibility of 
management for reducing the controllable 
waste of unemployment was the domi- 
nant note of this report. Similarly, em- 
ployment stabilization programs to be 
developed by businessmen was an impor- 
tant recommendation of the Unemploy- 
ment Conference of 1921 called by Presi- 
dent Harding. Even more impetus to 
the development of individual company 
regularization programs was given by 
the report, “Business Cycles and Unem- 
ployment,” prepared by the President’s 
Committee, 


Public interest in stabilization plans 
subsequently subsided with the return of 
economic prosperity during the later 
1920’s, but the principles of employment 
regularization continued to gain accept- 
ance from a constantly increasing num- 
ber of business organizations. The In- 
dustrial Relations Committee of the 
Philadelphia Chamber of Commerce in 
1928 recommended that an institute be 
established to study regularization of 
employment. By 1930 more than 200 
concerns had already undertaken sys- 
tematic programs to provide for a max- 
imum continuity of employment. In that 
same year, the Governor of New York 
called for the establishment of a com- 
mittee for the stabilization of industry 
for the prevention of unemployment. 


Interest in these programs was re- 
vived; and the number of companies 
undertaking regularization experiments 
during the 1930’s increased rapidly, a 
condition which may be attributed to the 
increase in the volume of unemployment 
resulting from the depression of 1929-34. 
Further, the passage of unemployment 
compensation laws by the federal and 
state governments stimulated a consid- 
erable continuing interest in regulariza- 


sJulia E. Johnsen, Compiler. “Stability 
of Employment,” The Reference Shelf. 
The H. . Wilson Company, New York, 
1931, p. 3. 
‘Ibid., p. 3. 
5American Section of the International 
Chamber of Commerce, op. cit., p. 10. 


tion programs. Moreover, various taxing 
schemes designed to charge employers 
with the cost of their own instability 
have focused much attention on the prob- 
lem. One such program, the merit rating 
plan in effect in the State of Wisconsin 
under the Huber Bill, has been the basis 
for much national review. Some think 
this plan has had an influence on employ- 
ers in that State in stimulating the adop- 
tion of stabilization methods. 


Irregular Employment 


Irregular employment and unemploy- 
ment are essentially the same problem. 
The principal causes involved include 
technological change, casual or naturally 
intermittent employment, seasonal fluc- 
tuations, and business cycles. Many other 
minor causes such as changes in supply 
and demand, changes in population, leg- 
islation, strikes, wars, natural disasters, 
and all the multitudinous variations of 
modern industrial life may cause irregu- 
larities, 


The importance of the problem on our 
social and economic structure has been 
indicated by former President Hoover 
who said: 


“There is, to my mind, no eco- 
nomic failure so terrible in its im- 
pact as that of a country possessing 
a surplus of every necessity of life 
with numbers, willing and anxious to 
work, deprived of those necessities. 
It simply cannot be if our moral and 
economic system is to survive.’’6 


The Wainwright Commission subse- 
quently cited in its report the effects 
which unsteady work may have on the 
employee, stating, 


“, . . From the being unable to 
get steady work, the unemployed 
often become unable to do steady 
work — unreliable, inefficient, ‘good 
for nothing.’ During long periods of 
unemployment, good workmen degen- 
erate into tramps. They become ha- 
bituated to a life of idleness and un- 
certainty, so that when at last em- 
ployment is orice more to be had, they 
are unfit for continuous labor. The 


°The Industrial Relations Committee of 
the Philadelphia Chamber of Commerce. 
“Program for the Regularization of Em- 
ployment and the Decrease of Unemploy- 
ment in Philadelphia.” n.d., p. 29 
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mere unemployed have become un- 

employable.’’? 

Recognizing this to be the case, pro- 
grams which combat irregular employ- 
ment have a sound business basis from 
the employer viewpoint. A stable work 
force tends to reduce inefficiency, de- 
crease labor turnover, and increase em- 
ployee morale. Moreover, the view ex- 
pressed by Mr. Herman Feldman in the 
late 1920’s has come to have wide ac- 
ceptance. He pointed out that: 

“, ., An investigation of indus- 
trial operation is sure to show that 
the chief cause of irregular employ- 
ment in the past has been the indiff- 
erence of management. The particu- 
lar technique of various firms which 
have regularized employment is im- 
portant, yet it is only second in sig- 
nificance to the fact that their prin- 
ciple in doing business has been to 
keep employment regular.’ 

Thus, the problem is clear. Stability 
of employment has become a necessary 
measure and should be one of the major 
responsibilities of the employer.® Inse- 
curity is a growing personal as well as 
social problem and unemployment, one 
of the chief causes of it, is of far-reach- 
ing importance. One real question, then, 
is whether the problem of irregu'arity 
in industry can be solved as one phase 
of any program ameliorating insecurity. 


THE NATURE OF THE PROBLEM 


It has been noted that some measure 
of control over the economic forces which 
produce irregularity of employment can 
be exerted by management, a fact proven 
by the regularization experiments and 
programs of employers. The economic 
forces vary in nature and intensity in 
each type of business. The manufactur- 
ers of cigars are confronted with ob- 
stacles to continuous operations entirely 
different from those confronting the man- 
ufacturers of automobiles. There are 
very few industries or companies which 
are not affected by seasonal variations 


7Johnsen, op. cit., p. 66. 

SHerman Feldman. ‘Newer Methods in 
the Stabilization of Employment.” Ameri- 
ean Labor Review, 16:47-56. 
March, 1926, 


and business cycles. There is, however, 
scarcely an industry in which some com- 
pany has not effected an appreciable re- 
duction in the irregularity of its oper- 
ation.10 

Executive commands will not guaran- 
tee continuous operation or employment 
for any particular company. If a com- 
pany is to remain in a competitive busi- 
ness, work can be provided only when 
there is work to be done, Philanthropic 
methods used by a company to prevent 
its workers from financial impoverish- 
ment are of little use. The real remedy is 
management’s constant attention to the 
innumerable factors of ordinary business 
operation which tend to cause fluctua- 
tions and the development of systematic 
efforts to remove the causes of such in- 
termittent employment and production. 

An examination of some of the tech- 
niques adopted makes it clear that meth- 
ods used by a company in one line of 
industry may not be applicable to com- 
panies in other industries, nor even in 
the same industry. However, there are 
some basic considerations in the develop- 
ment of such a program which must be 
understood and variously applied by vir- 
tually every type of industrial enter- 
prise. First, the problem of employment 
stabilization is primarily one for the 
principal executives of the company. 
Second, its solution involves formulation 
and continuous application of broad poli- 
cies. Third, it involves constant attention 
to minute details. Fourth, the solution 
may be found in any or all of three ap- 
proaches including (a) distribution 
methods; (b) production methods; and 
(c) personnel methods. Fifth, absolute 
stability is neither practical nor eco- 
nomically desirable. Such a condition 
would insure inflexibility of management 
and stagnation of progress. However, 
relative stability is desirable, Sixth, it is 
desirable to reduce employment and pro- 
duction fluctuations to a minimum. 

The stabilization problem is all-em- 
bracing and it involves every company 
in the industrial system. It is not a 


American Section of the International 
Chamber of Commerce, op. cit., p. 29. 
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problem of protecting one group of work- 
ers but rather one of maintaining full 
employment and constant work for the 
entire working force. The _ solutions 
range from those developed by and for 
the individual company to those designed 
for the entire industrial system; and, 
frequently, they are not easily estab- 
lished. 


In this industrial system, many have 
contended that labor tends to work itself 
out of a job. While this is not true, gen- 
erally, fluctuations can be minimized by 
the adoption of a well-balanced program. 
Program-making, therefore, must be kept 
well ahead of program executing since 
forward planning is the basis for any 
company employment regularization pro- 
gram, 


General Limitations to the 
Solution of the Problem 


Even though an employer has done all 
of the things in his power to solve his 
problem of irregular employment, the 
ultimate success of the program may 
depend on forces outside of his control.1! 
Some companies may be prevented from 
stabilizing their operations by the vivid 
realities of immediate competition and 
possible loss of sales. This is especially 
true in extremely fluctuating businesses. 
Furthermore, if one employer uses a cer- 
tain method, conditions in another com- 
pany or branch of industry may become 
unsettled or worse than before. The in- 
troduction of a side-line may stimulate 
progress in stabilizing one company for 
a while but the new product may upset 
the business of other companies whose 
main product is the “side-line.” If diver- 
sification is used to stabilize a company, 
extreme care in the selection of the side- 
line product is essential. 


Another limitation grows out of the 
fact that extra capital is required to 
initiate almost any company stabilization 
program. Many companies are unable to 
meet this extra capital requirement under 
present conditions. Thus, until stabili- 


“Carroll R. Dougherty. Labor Problems 
in American Industry. 15th ed. Houghton 
Mifflin Company, New York, 1941, p. 590. 


zation programs become more general, 
and hence, a factor in securing em- 
ployees, it is likely that this requirement 
will impair the program. 

“The progressive employers are 
still in the minority. ... They have 
the problem of stabilizing their op- 
erations while competing with the 
majority of employers who are en- 
gulfed by tradition and habit. The 
problem is complex, and individual, 
uncoordinated programs seem unable 
to solve the whole problem, but these 
individual solutions indicate what 
can be done with success if every 
company in every industry initiates a 
program to achieve general stabili- 
zation,”’12 


STABILIZATION OF EMPLOYMENT: 
DISTRIBUTION METHODS 


Distribution techniques are commonly 
studied with a view to reorganization by 
firms seeking to reduce their costs due 
to fluctuations in all levels of operation. 
One such cost results from irregular em- 
ployment, both of labor and equipment. 
As one means of reducing this cost, a 
number of specific practices have been 
adopted. To analyze the basic accepta- 
bility of each, some 25 Philadelphia firms 
were studied. The following is a summary 
discussion of the results of this work 
so far as primary distribution methods 
used, are concerned. 


Sales Forecasts 


The attempt to forecast sales on an 
annual, periodical, and monthly basis is 
so much a part of the practice of many 
concerns that such a technique can be 
considered essential to stabilizing em- 
ployment.!3 The first step in forecasting 
sales is to analyze and estimate the 
future demand for the total amount of a 
given product through intelligent and 
scientific market research. After the 
demand has been ascertained, the amount 
which the particular company can rea- 
sonably expect to sell in the following 
period should be determined. This in- 
volves the interpretation of the past, 


2Ibid., p. 590. 


Herman Feldman. Stabilizing Jobs and 
and Brothers. New York, 
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present, and future sales’ trends of the 
product generally as well as the specific 
company’s market position. After an- 
alyzing all data, rational sales forecasts 
ean be made. This forecast must not be 
“frozen” over the period because fluctu- 
ations during the period should be re- 
flected in current modifications of the 
forecast. 


Price Concessions During Dull Periods 


Many companies use several methods 
of reducing prices to increase customers’ 
demand during slack periods. A depart- 
ment store cuts selling prices of goods 
after the peak season. The meat packer 
has a flexible price system whereby the 
demand for the cuts of meat is kept in 
line. The petroleum refining company 
delivers fuel oil during the summer at a 
reduced price, or makes deliveries in the 
summer with an understanding that the 
bills can be paid in October. The food 
processing company gives discounts to 
its jobbers during the peak period, 
thereby reducing its own need for extra 
handling and storeroom personnel, 


The publisher of greeting cards uses 
dated shipments and anticipated dis- 
counts during slack periods. Bills of 
spring shipments on Christmas cards are 
dated for collection on the first of De- 
cember. In addition, a cash discount of 
2 per cent-ten days is frequently offered 
to the customers. In this way, the cus- 
tomer is influenced to pay his bill in 
advance of December 1 to gain the ad- 
vantage of the cash discount (anticipated 
discount) for each month he pays his 
bill in advance. This method has proven 
to be excellent in the case of one pub- 
lisher studied. 


Sales Promotions During 
Off-Peak Periods 


Sales promotions during dull seasons 
include the breaking down of traditions, 
expanding into other areas, developing 
new products, increasing advertising, and 
consignment selling. A milk processing 
company, for example, has broken down 
the traditional habits of the consumer by 
influencing him to eat ice cream through- 


out the year. When sales declined, sev- 
eral of the companies studied expanded 
their sales into other areas. Expansion 
of this type may be either temporary, as 
was the case with the publishing com- 
pany, or permanent, as was true in the 
case of a cigar manufacturing company. 
If such a program is undertaken, how- 
ever, the expansion areas should be well- 
defined in advance; and, if they are new 
areas, the company will need to conduct 
market research before expanding into 
the unknown. 


Consignment selling involves the dis- 
tribution of goods to the consumer but 
waiting for payment until the goods are 
sold. The drug and pharmaceutical man- 
ufacturing company studied, for example, 
made considerable use of this selling 
technique. Early deliveries are promoted 
by selling to the distributors on consign- 
ment. The distributors do not pay for 
the products until they are sold; and if 
they are unable to sell them, the manu- 
facturing company will take them back. 


Production Diversification 


Research in sales possibilities may re- 
sult in more than simply establishing the 
fact that the demand for the company’s 
products is inherently fluctuating. Such 
analysis may show demand for addi- 
tional or related products and lead to a 
rounding out of the line. Similarly, the 
new products may, and frequently can, 
be fitted into the seasonal or cyclical 
slack periods as “fillers.” This study 
showed that the milk products, food pro- 
cessing, wholesale food products, and 
drug and pharmaceutical manufacturing 
companies are all examples of producers 
who have a diversified line of products. 
It also showed that diversification may 
be the result of a fluctuating supply of 
raw materials, as with the food process- 
ing company, or that it can be used to 
counteract the fluctuations in the demand 
for the manufactured product. In the 
case of the milk processing company, the 
fluctuation of both the supply of raw 
material and the demand for the product 
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resulted in an even greater desire for 
diversification.14 

Diversification of the product line is 
one of the most extensive methods used 
to stabilize the operations of a company. 
Numerous advantages are to be received 
from diversification. It promotes greater 
financial stability and a higher degree of 
continuity of operation. Labor costs are 
decreased because of lower labor turn- 
over. Fixed charges and overhead costs 
are spread over a greater volume of pro- 
duction. The production capacity is util- 
ized to a greater degree. Salesmen are 
busy the entire year and there is a con- 
stant flow of money into the company. 
It may even be possible to use by-prod- 
ucts and scrap in the new products. 

Market diversification is a further 
method whereby a company may extend 
its distribution. It may involve coverage 
of a larger geographical territory, thus 
extending its markets over several types 
of industries. The wholesale food prod- 
ucts, milk processing, and other com- 
panies made some use of diversified mar- 
kets to increase their stability. 


PRODUCTION METHODS 


All of the companies studied have a de- 
mand for their goods or services which 
fluctuates to some extent. These fluctua- 
tions may be daily, weekly, seasonal, or 
cyclical, Thus, the principal function of 
any program designed to promote sta- 
bility must be to provide a means of 
obtaining steady production despite fluc- 
tuations. The method most used by the 
companies covered herein was leveling 
production on an annual basis. 


Producing for Stock 


During seasons of low sales demand, 
many companies produce for stock, which 
is used to fill orders during the rush sea- 
sons. By using this technique, the com- 


“The problem of stabilization in this in- 
dustry was intensified because there is a 
two-sided seasonal variation. Both the 
raw material and the demand for pro- 
cessed milk products have seasonal peaks 
which did not coincide. The largest quan- 
tity of raw materials is produced in the 
spring. In contrast to this peak, the peak 
— for the products comes in July and 

ugust. 


panies can produce at a steady monthly 
rate throughout the year. There are 
numerous examples of companies which 
produce for stock in the slack seasons. 
The chemical products company, for ex- 
ample, has a seasonal sales variation 
amounting to 1600 per cent from the 
lowest to the highest month; however, 
there are practically no variations in the 
number of employees throughout the 
year. The primary method used to ac- 
complish this phenomenal stability is to 
manufacture for stock during a large 
part of the year. 


The ice company is another example of 
a company which must manufacture for 
stock to obtain steady employment. Ice 
is a perishable product and must there- 
fore be placed in cold storage if it is to 
be kept for a long period. Even so, the 
company elects to store the ice rather 
than have the additional capital invest- 
ment and expenses necessary to produce 
all the ice required by the market during 
the peak demand season. Thus, it achieves 
constant yearly operation by producing 
and storing ice during the cool months 
for the increased summer demand. Ade- 
quate storage facilities exist for reason- 
ably regular annual manufacturing. 
Other examples are the cigar manufac- 
turer, where humidified and cold storage 
is used, and the can container manufac- 
turer who produces certain parts for 
stock during the off-season. The food 
processing company manufactures the 
stable products for stock. This is done 
so that the employees can be transferred 
from departments processing stable prod- 
ucts into the seasonal products’ depart- 
ment. There must be an adequate supply 
of the stable product to cover customers’ 
orders for the two month period when 
the employees are working in the seasonal 
line. 

Although production for stock regular- 
izes employment demands, it occasions 
many problems for the manufacturer. 
For example, adequate storage space is a 
necessity. Failure to provide for this can 
only limit this technique of adjustment. 
Similarly, in some cases, the cost of stor- 
age may be too great to permit this. 
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However, even if the costs are high for 
the assembled unit, component parts may 
be assembled and produced for stock and 
later assembly. Some products, such as 
can containers, for example, are much 
too bulky to be stored and, moreover, the 
value of the product is too low for the 
storage costs required. Companies which 
produce such products may make some 
parts or sub-assemblies for stock When 
it is impossible to make any storage ar- 
rangement, other methods of stabiliza- 
tion should be used. 


Prices may vary sharply over short or 
long periods of time. A downward swing 
in prices could spell defeat to a stabili- 
zation program if there were a large 
volume of finished goods on hand. The 
non-durable. goods’ producers are influ- 
enced more by the seasonal price fluctua- 
tions than the cyclical variations. The 
products are mostly perishable and pro- 
duction estimates are generally made on 
an annual basis with frequent modifica- 
tions. 


There is considerable danger of obso- 
lescence during a period of storage. 
Changing style factors leading to an im- 
mediate change in the consumer’s de- 
mand, new product development, and 
legal restrictions, are also risks associ- 
ated with producing for stock. The non- 
durable consumers’ goods include many 
necessities of life, and obsolescence is 
not as large a risk in these cases as in 
the durable and industrial goods indus- 
tries, 


Large amounts of additional capital 
may be required to permit the firm to 
produce for stock. These costs include 
both storage facilities, inventory, and 
other working capital requirements, and 
the risk factor cost noted above. One 
company interviewed reported that an 
additional annual capital requirement of 
$2 million was necessary in its program 
to produce for stock. Thus, the capital 
costs involved in manufacturing for stock 
for several months in advance of the 
demand must be considered. 


The danger of deterioration poses a 
constant problem in storage. Even the 


most durable products will deteriorate 
to some degree. The non-durable con- 
sumers’ goods usually have a high rate 
of deterioration. Milk sours, cigars dry 
out, meat and vegetables perish, and 
chocolate melts unless special provisions 
are made for the necessary type of stor- 
age. Many methods have been developed 
and constant research is being carried on 
to increase the durability of goods. This 
limitation is both technical and physical, 
and, depending on the type of industry, 
may be so great as to supersede all others. 

The question concerning the quantity 
of production necessary to meet future 
needs depends, of course, on a market 
forecast. To be successful, production 
for stock should be based on accurate 
sales forecasts for a future period. Al- 
though sales forecasts are questionable, 
sound techniques have been developed 
which result in a high degree of accu- 
racy. Properly protected against con- 
tingencies, the use of the device permits 
considerable planning and production 
programming without danger of serious 
loss. 


Postponement of Maintenance 
Work to Slack Seasons 

When production is planned, it is often 
possible to postpone certain activities, 
such as special construction work, re- 
pairs, cleaning, painting, and machine 
adjustments to the time when this work 
is most useful in filling a slack in pro- 
duction. The ice manufacturing company 
studied, for example, uses employees to 
dc maintenance work during the winter 
months. The regular workers do con- 
struction work, make repairs or install 
new machines, and paint the facilities 
during the slack season. 


Proper use of preventive maintenance 
results in steady operations. Production 
will not be disrupted by current machine 
breakdowns and much temporary idle- 
ness can be avoided by using intensive, 
scheduled, preventive maintenance, The 
petroleum refining, transportation, and 
communications companies are examples 
of companies which control and schedule 
their maintenance work to such an extent 
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that little time is lost because of major 
break-downs. 

The petroleum refining company’s em- 
ployment stabilization program is en- 
hanced through planned maintenance op- 
erations so designed as to average out 
the maintenance load. To stabilize still 
further the work load of maintenance 
mechanics, a back log of minor construc- 
tion work is kept available for them to 
perform when not engaged in mainten- 
ance work. Although maintenance work 
can be deferred to slack seasons in many 
cases, some maintenance work, especially 
that of construction, should be done dur- 
ing the warm months, Thus, since some 
companies’ peak production season is in 
the summer months, there is some diffi- 
culty in using maintenance and construc- 
tion activities to stabilize the work force. 


Labor unions will frequently restrict 
the use of regular production employees 
for maintenance work. The trade unions, 
in particular, resist the policy of using 
regular production employees for several 
different jobs about the plant. Some com- 
panies have no problem with the unions 
while others must restrict the use of their 
regular employees for maintenance work. 


It is practically impossible in most 
plants to plan the maintenance work to 
fit into the production schedule. Preven- 
tive maintenance work must be carried 
on to avoid major break-downs, and it 
cannot always be dovetailed into the pro- 
duction schedule; however, constant co- 
ordination between the production and 
maintenance departments will assist in 
planning the most perfect maintenance 
and production schedules. Several com- 
panies, for example, do maintenance work 
at night or on the weekends. When a 
company operates only one shift, the 
maintenance work can only be performed 
while the production employees are off 
their jobs and hence offers no means of 
stabilizing employment. However, preven- 
tive and corrective maintenance during 
the off-hours provides steadier operating 
during the main shift. 


Other Production Methods 


A number of other programs have been 
devised to aid in stabilizing employment. 
One company keeps a raw material in- 
ventory which is used as a cushion if its 
supplier should temporarily discontinue 
operations. Research is carried on in this 
company to increase the durability of 
the raw materials and finished products. 
Standardization of products is used by 
the can container corporation. If the 
product can be standardized, then the 
parts can also be made to standard. Both 
product and parts can be manufactured 
for stock during the dull seasons, 


Some companies accumulate extra work 
during the rush season to be done during 
slack periods. When the slack comes, 
these extra banks of work-are used to 
reduce the employee lay-offs. Other com- 
panies contract for additional work dur- 
ing the slack seasons and contract out 
work in rush periods, This technique pro- 
vides level production which normally 
means steady employment. 


METHODS USED BY 
PERSONNEL DEPARTMENTS 

In addition to the production planning 
and control devices discussed in detail 
above, the firm may develop an inte- 
grated personnel policy which will sup- 
plement its work schedule in stabilizing 
the demand for labor. Many of these 
devices appear insignificant but, as a 
part of a total pattern, they are effective 
morale builders as well as physical con- 
tributors to stability. 


Vacation Policy 


The postponement of vacations to slack 
periods of the year is an obvious aid to 
balanced operation. More companies use 
the method of having the vacation period 
during the lowest weeks of the produc- 
tion year than any other personnel tech- 
nique. The department store, transporta- 
tion company, pharmaceutical manufac- 
turer, cigarette company, wholesale food 
products company, and milk products 
company are some examples of those who 
use this method. Concentration of vaca- 
tions also avoids running the plant with 
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a force constantly disorganized by the 
unavailability of key or skilled men be- 
cause they are on vacations at intervals 
throughout the year. 

There are some individuals who want 
to take additional time as non-paid vaca- 
tions or leaves of absence when they are 
sure that being away will not weaken 
their relationship with the firm. Scrupu- 
lous care in this matter wiil encourage 
such requests for non-paid vacations dur- 
ing dull seasons, perhaps relieving man- 
agement of some of the burden of main- 
taining a normal work force during those 
times. 


Varying the Hours of Work 


After all other efforts and techniques 
have been used and fluctuations of em- 
ployment have not been wholly elimi- 
nated, stability is still possible by pro- 
viding for flexibility in the company’s 
hours of work. If it is engaged in only 
during seasonal fluctuations, this method 
is different from part-time work or 
spreading the work. The reason for the 
difference is that in peak periods the 
regular employees will work over-time 
to make up for the slack periods. Vary- 
ing the hours of employment is the 
second most used personnel technique for 
stabilizing employment used by the com- 
panies included in this study. In the 
meat packing company, for example, any 
change in the immediate demand for 
meat, such as the pre-Easter rush for 
hams, requires additional work. This 
work is accomplished by increasing the 
hours worked by the regular employees. 
A confectionery manufacturer normally 
works its employees forty hours a week; 
however, when the need arises, the hours 
worked per week are increased. Addi- 
tional employees are hired only after this 
increase in operation proves to be a long- 
run situation. The reverse is also true 
when the company faces slack periods. 

While varying the work time per week 
may aid in stabilizing employment, it 
occasions several problems, Chief among 
them is the standard work week with a 
requirement for extra pay beyond that 
minimum. The National Fair Labor 


Standards Act of 1938 established a 
maximum work week to be paid at the 
regular hourly rate, with time and half 
time for all work in excess of this stand- 
ard. The Act partly exempts companies 
in some seasonal industries and in cer- 
tain other cases.15 The higher pay rate 
for over-time work has obviously ham- 
pered the use of over-time as a method 
of stabilizing employment because it in- 
creases labor costs; but, labor turnover 
is also costly. Pennsylvania, for example, 
has a merit rating system whereby com- 
panies with a low labor turnover pay a 
lower employers’ unemployment compen- 
sation tax. This study showed that many 
employers preferred to pay the higher 
over-time rate rather than to have an 
increase in their labor turnover. 


Centralized Personnel Department 


A centralized personnel department is 
a primary prerequisite in the use of per- 
sonnel techniques to stabilize employment. 
Lay-offs are caused by some conditions 
over which the personnel department has 
control. The techniques used in selection, 
training, placing, transferring, and re- 
training of employees influence the re- 
sults of a stabilization program. 


One of the most important duties of a 
centralized personnel department is to 
effect transfers among the departments 
of the company. One department may 
have a temporary surplus of workers 
while another department needs addi- 
tional temporary help. Many times the 
jobs are of such a nature that the em- 
ployees can be transferred satisfactorily 
to several different jobs. The department 
store, for example, has a centralized 
personnel control system which assists in 
creating flexibility among the depart- 
ments by transferring employees from 
one section to another. The can container 
manufacturer not only transfers em- 
ployees from one job to another and from 
one department to another, but it has 


%The Act exempts a concern from the 
ayment of over-time rates if the worker 
s employed under certain annual or semi- 
annual contracts made by representatives 
of employees certified as bona-fide by the 
National Labor Relations Board. 
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some highly skilled employees who are 
transferred between plants located over 
a thousand miles apart. 


Other Personnel Procedures 


The communications company uses an 
“over-lapping of tours” arrangement to 
stabilize the daily employment peaks. 
The shifts are so arranged that there is 
an over-lap for approximately a two- 
hour period during the daily peaks. 

“Split-shifts” are used by the trans- 
portation company. Under this arrange- 
ment the same employees work at two 
different times each day. They usually 
receive higher hourly wages for the split- 
shift work. 

The department store used surveys 
and research for a period of three years 
to determine the number of regular em- 
ployees required. After the number of 
“regular” employees was established, a 
list was made of those who were classi- 
fied as regular and these were assured 
steady employment from year to year. 

One company which has an excellent 
stability record retains older workers 
longer because it is believed that they 
help in holding the labor turnover to a 
minimum. This is true both because of 
their influence in keeping the younger 
workers from leaving a secure job and 
because of the difficulty of finding new 
employment at older ages. 

Many companies employ temporary em- 
ployees. Some have the policy of using 
only those employees who are interested 
in a job of short duration. In the sum- 
mer months, high school and college 
students are available for many types 
of temporary employment; and several 
companies use them for the major part 
of their seasonal work. 


The meat packing company trains its 
workers for versatility. This training 
permits transfers between jobs with the 
least friction possible. They are also 
more proficient on each and every job 
on which they have been trained. 


MANAGEMENT’S RESPONSIBILITY 
FOR EMPLOYMENT STABILIZATION 
PLANS 

Although the managements of some 
concerns have not realized the need for 
stabilized employment, there has been a 
steadily growing interest in securing em- 
ployment stability, Company executives 
do not usually become interested in the 
techniques of assuring greater stability 
of employment until they come to recog- 
nize the need for it. Once it is known 
that such programs will result in in- 
creased efficiency of plant as well as labor 
use, the desirability of such programs is 
at once apparent. Before deciding to 
establish a stabilization program, as 
such, the company executives will have 
to come to recognize some of the advan- 
tages of employment stability. Regular 
employment may afford greater produc- 
tion efficiency through utilization of 
facilities to their fullest extent, and 
production may be scheduled at a steady 
rate of flow which usually means better 
material handling and plant layout. Job 
security may increase the output effi- 
ciency of employees. It usually results in 
better employee morale, lower labor turn- 
over, and higher loyalty of the employees. 
There are also other tangible and in- 
tangible advantages. Some can be meas- 
ured by dollars and cents but many 
cannot. 


Management can recognize the need 
for stabilizing employment by analyzing 
the following data: 


1. The periodic fluctuations in the 
number of man-hours worked and 

_ in the total number of employees; 

2. The periodic fluctuations in output 
and sales volume; 

8. The causes of employees’ grievances; 
and 


4. The causes of labor’s demand for a 
guaranteed annual wage. 


Management must be responsible for 
the stabilization program which may de- 
termine the success or failure of the 
company. The authority for a regulariza- 
tion program stems from top manage- 
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TABLE I 
The Number of Companies Using the Most Common Employment Stabilization 


Techniques 


Methods 


Number of Companies 


Distribution Methods 


Improving Sales in Slack Seasons .............. 24 
Diversication of Product. 8 
Total Distribution Methods Frequency ...... 37 
Production Methods 
Manuracturing f6F Stock... 16 
Deferring Maintenance to Slack Seasons ........ 10 
Total Production Methods Frequency ....... 26 
Personnel Methods 
Permitting Vacations in Slack Periods .......... 19 
Total Personnel Methods Frequency ........ 39 


ment, the initiator of the policies, plans, 
and procedures, 

There are several steps which manage- 
ment must take to reach the goal of 
employment stability. First, it must 
recognize the need for stability and de- 
cide to act. Second, it should define the 
objective of a company stabilization pro- 
gram and formulate the policies neces- 
sary to carry it out. Third, management 
must plan the program in advance of 
its execution and control it through com- 
parisons and evaluations, 


CONCLUSION 


As a result of this survey of the 
employment.regularization programs 
adopted by 25 Philadelphia firms, a sum- 
mary of the specific devices in use was 
obtained. Although reference has been 
made to companies making primary use 
of each of the general devices discussed 
in this article, the findings indicate that 
each firm studied has adopted at least 
one distribution, production, or personnel 
method designed to stabilize employment. 
The distribution of the specific techniques 
used, however, showed wide variation. 
Twenty-four firms, for example, made 
use of advertising and sales programs 
to enlarge slack season activity while 


only five made any use of the sales fore- 
casting devices to improve distribution. 
Sixteen firms manufactured for stock 
during the slack season but only ten 
deferred maintenance to slack seasons. 
Similarly, 19 firms attempted to schedule 
vacations during slack periods, 13 varied 
hours of work, while only seven actually 
attempted to transfer personnel within 
the firm to meet minimum and peak em- 
ployment requirements. (See Table I.) 

On the basis of this study it may be 
concluded that a number of intra-com- 
pany methods are now available to man- 
agement and, in fact, are used for im- 
proving general plant efficiency which 
may also be used to assist in stabilizing 
employment levels. Management has 
given evidence of its willingness to make 
use of these programs, as has been shown 
herein, but additional methods and de- 
vices are available and may be tested 
by firms to determine their possibilities. 
While no accurate data can be obtained 
to permit any real evaluation of the 
efficiency of these techniques on the gen- 
eral level of employment, it would appear 
that considerable regularization may be 
accomplished as a result of continued 
management efforts in the case of specific 
companies. 
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Salary Policies for Selected 
Philadelphia Insurance Companies 


by JOHN R. BOAG* 


A Study of the Wage and Salary Poli- 
cies of a Group of Insurance Companies 
located in the Philadelphia Area,—this 
article concludes that insurance company 
management has adopted no general 
wage and salary policy except within a 
particular company. This field generally 
exhibits stability in wage and salary 
rates, a characteristic inherent in this 
type of enterprise by virtue of the long 
term nature of its business. The ten 
companies studied all give evidence of 
this stability and because of it do not 
and cannot reflect market adjustments 
as rapidly as do manufacturing firms. 
Most of the companies studied base 
their wage and salary policy on a com- 
bination of industry, community, and 
specific company policy with emphasis 
on the latter, generally. 


MANAGEMENT literature contains 
many excellent studies of the tech- 
niques used in wage and salary adminis- 
tration as well as reports of wage and 
salary statistics on national, area, or in- 
dustry bases. Little is known, however, 
concerning the factors which determine 
wage policy. Until recently, no attempts 
have been made to study and relate wage 
theory and wage policy empirically, if 
indeed, that be possible. One of the first 
studies in this area was sponsored by 
the Industrial Relations Section of 
Princeton University. The results of 
their analytical research published in 
Company Wage Policies emphasized the 
point, stating, “Clearly a significant gulf 
exists between company wage policies or 
practices and economists’ wage theories .. 
... employer wage policies and practices 


*John R. Boag is a job analyst in the 
office of the Personnel Director of the Penn 
Mutual Life Insurance Company of Phila- 
delphia. This study is a summary of a 
thesis written under the direction of W. 
Roy Buckwalter and submitted to the 
School of Business and Public Administra- 
tion as partial fulfillment of the require- 
ments for the M.B.A. degree in 1950. 


are more human and diverse than conven- 
tional theory postulates.”! Basing its 
findings on a study of wage policies in 
107 manufacturing firms, it concluded 
that one of the major tasks of industrial 
relations research is the development of 
a more human and realistic theory of 
wages based, in part, on an understand- 
ing of employer behavior. 


PURPOSE AND METHOD 


To explore this field further, an analy- 
sis of the wage and salary policies of a 
single group of companies engaged in a 
common enterprise and located in a single 
area seemed in order. Because the Prince- 
ton study was related exclusively to man- 
ufacturing enterprises and involved vari- 
ous classes of industrial workers, this 
study was designed to include only insur- 
ance companies whose employees are 
largely clerical workers. Similarly, to 
eliminate some of the variables in the 
analysis, it was based on a single market 
area, Thus, ten insurance companies 
having their home offices in Philadel- 
phia were selected. 


These particular companies were 
chosen for a number of reasons, the most 
important of which was interest in mat- 
ters of personnel administration and sal- 
ary policy.2. The composition of the 
group added to their value as an area for 
research. More than 6,000 persons are 
employed in the ten firms, ranging from 
40 in the smallest to over 2,000 in the 
largest. (See Table I) The ten firms are 
well distributed in financial standing, 
ranging from an asset valuation of $12 
million to more than $1.25 billion. The 
sample includes all types of carriers, over 
one-half of the life insurance firms with 


1Company Wage Policies. Research Re- 
port Series No. 77, Industrial Relations 
Section, Princeton University, New Jersey, 

48, p. 42. 

2The personnel executives of these ten 
firms meet monthly for an informal lunch- 


“eon to exchange information and ideas on 


personnel practices in their business. 
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TABLE I 


Distribution of Companies by Number 
of Employees 


Number of 
Employees 
per Company 


Under 100 
100-120 
300-350 
500-1,000 
1,000-1,500 
Over 2,000 


Number of 
Companies 


home offices in Philadelphia and several 
property and casualty companies being 
among the sample. In the latter cases, 
the companies selected were the largest 
in their fields in this area. 

The information concerning the salary 
policies of each firm was obtained by 
means of personal interview and some 
correspondence. In all but one case the 
official responsible for such personnel 
policy supplied the information. In the 
remaining instances a member of the de- 
partment staff provided the information. 


The material gathered was collated 
and salary policy for home office em- 
ployees was analyzed. It is noted that 
neither the compensation of sales staffs 
nor clerical employees in sales offices was 
considered. Neither was, nor can, any 
attempt be made to draw conclusions re- 
garding the salary policies of insurance 
companies in other areas. To broaden 
the use of the results, the findings have 
been stated, where possible, in terms that 
permit comparison with the Princeton 
findings. 


WAGE POLICY FINDINGS 


The analysis of salary policies studied 
can be divided into two parts. The first 
and underlying phase, long run policy, 
results from the nature of insurance op- 
erations. It represents the traditional 
management attitude toward employee 
compensation, This broad policy deter- 
mines the general salary levels and rela- 
tionships regardless of current economic 
conditions. The second phase, short run 
policy, results from current conditions in 
the local market and represents devia- 
tions or adjustments to the long term 


pattern in the light of present circum- 
stances. 


Long Run Policy 


Insurance operations by their very 
nature are stable. All of the personnel 
executives interviewed stressed that this 
stability is a basic factor regulating their 
companies’ salary policy. In depression 
periods, life insurance companies find 
that, although sales may decrease, poli- 
cies already in force exert a steadying 
influence on operations. Services for pol- 
icyholders including policy loans, cash 
surrenders, and program adjustments 
maintain, and, in some cases, have in- 
creased the volume of office work. Simi- 
larly, the number of properties acquired 
through default on company held mort- 
gages and the volume of other portfolio 
adjustment work increases substantially. 
As a result, these companies do not nor- 
mally reduce the working staff during . 
cyclical declines. 


Operations of property and casualty 
insurance firms are stabilized, although | 
to a smaller degree, in depression pe- 
riods. Total sales decrease in these fields 
but it is primarily a matter of value per 
contract rather than number of sales. 
This does not reduce the volume of home 
office work proportionately since nearly 
the same activity is required regardless 
of policy size. Similarly, the volume of 
claims to be processed may increase. 

This stability of operation serves to 
enforce a rather constant employment 
total. Equally important to the policy 
of stability from company viewpoint, 
however, are the trust aspects of insur- 
ance management. Insurance contracts 
are long run in nature, made in the pres- 
ent and obligating performance in tne 
future. The company is forced to fore- 
cast trends in mortality as well as costs 
and investment earnings, if it is to per- 
form its contracts. Thus the company 
aims to stabilize its costs of operation at 
relatively unchanging levels per unit of 
business for long periods, since premium 
rates are based on costs at the time of 
sale. This fact has served to limit changes 
in wage levels more sharply in both the 
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rising and falling market than is gen- 
erally the case in industry. 

These two conditions, stable operation 
and the need to maintain stable costs, 
are the principal factors in traditional 
long run wage and salary policy of the 
companies comprising the sample, Man- 
‘agements’ attitude and its experience 
have shown that employment over a long 
period of time exhibits less variation 
than employment in general. It is ex- 
pected that the number of people em- 
ployed by insurance companies will ex- 
hibit a gradually increasing trend over 
a long period, based predominantly on 
the growth trend, and to a lesser extent 
on changing market structure. Similarly, 
employee salary levels will be held rela- 
tively constant regardless of economic 
conditions as a result of the fixed re- 
quirements of the contract of perform- 
ance. It was noted that, in depression 
years, salary increases are somewhat de- 
layed and some reductions are necessary. 
Moreover, employees who resign or re- 
tire during such a period are not re- 
placed immediately, but generally no 
major change in employment or wage 
and salary level occurs. 


Short Run Policy 

The short run phase of local insurance 
salary policy currently is, in effect, a 
compromise between the traditional man- 
agement attitudes outlined above and 
post-war economic conditions. It may be 
reviewed by analyzing the firms’ meas- 
ure of the adequacy of their salary levels. 
Among the sample studied, nine com- 
panies followed the policy of paying sal- 
aries similar to those paid by other in- 
surance companies in the area. Several 
stated that some attention was also given 
to salaries paid by local banks, but in all 
cases, the persons interviewed empha- 
sized that these are not used as a guide 
for setting salary rates. Six of the afore- 
mentioned nine companies attempt to 
pay salaries equal to the average paid 
by local insurance firms and the other 
three set their scale somewhat below 
this average. Only one of the ten com- 
panies attempts to match the average 


salaries paid by all types of businesses. 
in the area. 


The preference shown for adjusting 
salaries to rates paid by companies in 
their own field sets local insurance firms 
apart from other organizations. One of 
the outstanding conclusions of the 
Princeton University report, Company 
Wage Policies, was the marked degree 
to which the companies studied related 
their wage rates to those paid for com- 
parable work in the community. Of 104 
industrial companies surveyed, a total 
of fifty-two stated that their wage policy 
was guided by local prevailing rates.* 
Table II illustrates the difference be- 
tween the companies included in the 
Princeton report and the ten Philadel- 
phia insurance firms when compared on 
the basis of “community or industry ori- 
entation” of policy. 


The marked difference is due to the 
nature of the insurance business. In the 
recent period of rising wages and prices, 
for example, the local insurance manage- 
ment felt that it could not match the 
increases granted in other types of in- 
dustries. Consequently, salary rates 
were adjusted to those paid by local 
firms in their own field. 


Insurance salaries reflect the policies 
which have been described. The greatest 
effect is noted in those jobs requiring 
relatively little skill or experience. Table 
III, based on a salary survey conducted 
in 1949 by the Bureau of Labor Statis- 
tics, presents the salaries for ten lower 
level jobs in six industry groups in Phila- 
delphia. Insurance company salaries for 
seven of the jobs are the lowest paid in 
this area. For two of the remaining 
three jobs insurance companies are the 
second lowest. The one job for which 
they do pay the highest salaries re- 
ported, “Clerk, General,” is one requir- 
ing experience gained with a company 
and would ordinarily be held by older, 
long-service employees. 


Salary figures presented by several of 
the companies indicate that local insur- 


%Company Wage Policies, op. cit., p. 13. 
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TABLE II 
Community v. Industry Orientation of Salary Policy 
Community Industry 
er cent Per cent 
Number of total Number of total 
Policy based on community rates 52 50.0 1 19.0 
Policy based on industry rates 15 14.4 0 0.0 
Combination of industry and 
community rates 27 26.0 8 80.0 
ther 10 9.6 1 10.0 
Total 104 100.0 1 100.0 


ance salaries for higher level jobs com- 
pare more favorably with those paid by 
industry in general. As suggested by the 
Bureau of Labor Statistics data, the ten 
companies studied pay relatively low sal- 
aries for jobs which are filled by em- 
ployment in the local labor market. 
These same companies tend to pay rela- 
tively higher salaries for work requir- 
ing experience gained within the organ- 
ization. It should be emphasized, how- 
ever, that the majority of the employees 
in these organizations are in lower level 
jobs. Therefore, most of the salaries 
paid will tend to be below community 
levels, 


Compromises with Policy 


Many problems are involved in at- 
tempting to adhere to long term policies 
in the face of postwar wage and price 
increases. While labor unions gained in- 
creases for their members in industry 
generally, insurance salaries remained 


more or less constant. Extreme difficulty 
was experienced by all of the companies 
in recruiting new employees in competi- 
tion with industrial firms, while at the 
same time, many employees resigned to 
take higher paying jobs elsewhere. The 
companies were in the position of being 
squeezed between a ceiling imposed by 
long standing company policy and the 
upward pressure of the postwar boom. 
The result was a compromise with tradi- 
tional policy. 

Local insurance firms attempted to 
avoid permanent increases in their sal- 
ary scales through the use of “cost-of- 
living bonuses,” ranging from five to 
twenty per cent of base salary. These 
special amounts were generally paid on 
a quarterly basis rather than on regular 
paydays and were declared to be tempo- 
rary, being authorized for just one year 
at a time. The method of payment em- 
phasized that management did not re- 
gard the “bonus” as a regular portion of 


TABLE III 
Weekly Salaries Paid for Selected Office Occupations in Philadelphia—1949 
Wholesale Retail Public 
Job Title Insurance Banking Mfg. Trade Trade Utilities 
Bookkeepers, Hand $40.00 $43.00 $51.50 $52.50 $45.00 — 
Calculating Machine Op. 38.00 35.50 44,50 —. 38.00 — 
Clerks, Accounting 35.00 36 50 40.50 43.00 36.00 $47.50 


Clerks, File, Class B 26.50 29.00 


Clerks, General 50.00 47.50 
Clerk-typists 30.50 33.50 
Key Punch Operators 33.00 38.50 
Office Girls 24.00 26.50 
Secretary No. 49.50 56.00 


Stenographer, Gen’ 85.00 37.50 


35.00 32.00 28.00 — 
49.00 46.50 36.00 — 
37.00 33.50 31.50 40.00 
39.00 44.50 —- 39.00 
31.50 28.00 
60.00 51.00 48.50 63.50 
41.00 41.00 37.50 44.50 


Source: Salaries of Office Workers in Large Cities, 1949, Part I, United States 
Department of Labor Bulletin, No. 960-1, pp. 30-41. 
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salary and gave point to the assumption 
that the payment would be removed when 
prices fell.4 


In spite of their efforts to grant only 
temporary increases, all of these sup- 
plemental payments instituted by local 
companies have assumed a permanent 
nature. Several have already been in- 
corporated wholly or partially into regu- 
lar salaries. None of the companies still 
making separate payments feels that it 
will be possible to remove the cost of 
living portion without an increase in 
basic salaries. 


In addition to special bonuses and re- 
sultant permanent salary increases, all 
of the companies have had to raise be- 
ginning salaries for new employees. In 
1945, the average monthly rate paid in- 
experienced high school graduates was 
$65 while at the beginning of this year 
(1950), $100 was the standard starting 
salary in the sample studied. As a result 
of Federal minimum wage legislation, 
the rate is currently $120. 


Increases in beginning salaries have 
not been transmitted equally throughout 
the whole range of salaries paid by local 
companies. In order to limit permanent 
upward movements of salary costs, 
smaller increases were granted for higher 
levels of work. In this manner, some of 
the increase in costs was avoided, al- 
though traditional or formally evaluated 
relationships between salaries for various 
levels of work were distorted. The net 
effect of postwar economic conditions 
has been a degree of compromise with 
established, long-range, company salary 
policy. The sense of this policy, however, 
has been adhered to, as closely as is pos- 
sible. When changes were made they 
followed the pattern for insurance com- 
panies and occurred only with a consid- 
erable lag behind industry. 


The degree to which this approach was 
peculiar to the insurance field may be in- 
dicated by the report of the National In- 
dustrial Conference Board in 1949 which 
stated: “In manufacturing industries, the 
practice of tying wage adjustments to 
changes in the cost of living is limited: 
for this reason no over-all cost of living 
adjustment pattern can be discerned.” Na- 
tional Industrial Conference Board, p. 2. 


Variations in Salary Policy 

In general, each of the companies 
studied applies the same salary policy 
to all employees with the exception of 
building maintenance workers and the 
secretarial-stenographic group. Mainte- 
nance salaries are paid at a rate which 
closely resembles that for the community 
as a whole. This is true because these 
workers generally represent trades that 
are unionized in the local area. They 
also represent a group closely allied to 
factory employees in that they have man- 
ual and mechanical skills rather than 
mental skills, and, in that there is less 
variation in the rates paid to individuals 
in the same job, generally, than in cler- 
ical work. 

Although maintenance rates in insur- 
ance companies are close to building 
maintenance rates for the community, 
they do not compare as well with rates 
paid in industrial plants for similar occu- 
pations. Greater security offered by in- 
surance firms is the principal cause of 
this differential according to the officials 
interviewed. 

In hiring stenographic and secretarial 
employees, the majority of companies 
have found that they must offer salaries 
closer to the market rates than is neces- 
sary in hiring other employees. The 
shortage of qualified stenographers and 
secretaries since the war is the primary 
cause. Increased demand for this skill 
in combination with the large number of 
marriages during and after the war seem 
to be the principal factors responsible 
for the bidding up of the price for sec- 
retaries and stenographers. In addition, 
many insurance firms lost people with 
such skills to industrial companies offer- 
ing considerably higher salaries. In order 
to fill vacancies, these companies were 
forced to accept applicants below their 
usual standards and also to pay higher 
rates. The former was generally true 
throughout the company, though far 
more serious in the case of stenographic 
personnel. 


The Effect of Labor Unions 
Labor unions activities do not appear 
to have had a great effect on local insur- 
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ance company salary policies. None of 
the ten firms has been organized. Never- 
theless, union activity in the local area 
conceivably could exert pressure on in- 
surance firms, and has in two recent in- 
stances. In the first, the elevator oper- 
ators of one of the largest companies 
studied threatened to organize and, by 
so doing, forced the company to increase 
their wages and present a written state- 
ment on wage policy for that job. In 
the other, when the sales force of one 
of the smaller companies was organized, 
management, in order to forestall a sim- 
ilar movement in the clerical staff, liber- 
alized vacation policy. The only other 
indication of union activity has been the 
distribution of handbills by office work- 
ers’ unions at the entrances to company 
buildings. At no time have vigorous or- 
ganizing campaigns been undertaken. 


The lack of union organizing effort is 
obviously an important reason for the 
failure of insurance employees to adopt 
collective bargaining methods, Accord- 
ing to the personnel officials in the ten 
firms, two other factors should be given 
weight. The first is the attitude of em- 
ployees. In the companies studied, 50 to 
80 per cent of the employees are women, 
the majority of whom are under thirty 
years of age. In the opinion of man- 
agement representatives, because only a 
small portion of their female workers in- 
tend to keep their jobs for more than a 
few years, they are felt to have little 
interest in joining labor unions. Al- 
though all of them are interested in 
higher wages and additional benefits, 
few are interested enough to carry out 
the job of founding a union local. 


Male employees are generally older 
and have had several years service with 
the company. Many occupy supervisory 
positions. In the opinion of management, 
the majority of their male workers have 
developed a sense of loyalty which acts 
against union organizational success. 


A second factor stressed by officials of 
the companies surveyed is the reputation 
they feel their firms enjoy as “a good 
place to work.” This reputation is said 


to be based on clean, comfortable work- 
ing conditions and a “human” approach 
toward personnel relations. Examples of 
this approach given include payment of 
full salary to employees for indefinite 
periods of illness and the willingness to 
grant time off with pay to employees to 
attend to personal affairs when needed. 
In general, management representatives 
feel that their employees have not had 
sufficient cause for grievances or dissat- 
isfaction to create the desire to join a 
union, 


There is no assurance that the man- 
agement opinions outlined above are en- 
tirely correct. Little use has been made 
of employee attitude surveys in the ten 
companies under discussion. However, 
the lack of any successful union organ- 
izing activity is indicative of the fact 
that some weight should be given to 
managements’ estimates. 


The absence of employee organization 
appears to permit local insurance com- 
panies greater latitude than is enjoyed by 
most industrial firms in deciding what 
their salary levels will be. It is very 
probable that one of the first demands 
by a new union local in one of these in- 
surance firms would be that the basic 
salaries should be increased to the aver- 
age paid by all types of businesses in the 
area rather than held to the level of 
other insurance companies. It is likely 
that the union would thereafter exert 
pressure on management to maintain 
them at a level at least equal to those 
paid by industry, in general, making it 
more difficult for these companies to 
plan for meeting future obligations than 
in the past. 


Salary Policy Formulation 


The methods used by local insurance 
companies in formulating salary policy 
are dependent on the general status of 
personnel administration in the com- 
panies. The importance or type of role 
played by the personnel executive ap- 
pears to be related to the degree to 
which management has accepted modern 
salary administration techniques. 
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The ten companies surveyed can be 
divided into three categories regarding 
salary policy determination. The four 
companies composing the first category 
place responsibility on a staff personnel 
executive who devotes most of his time 
to employee relations. All of the com- 
panies in this group make use of for- 
malized salary administration techniques, 
such as job evaluation, and maintain a 
full time staff of personnel specialists. 
The personnel official is responsible for 
advising top management of develop- 
ments affecting salary policy and making 
recommendations as to changes to be 
made in company policy as well as action 
in specific cases. Some use of commit- 
tees of company officers is made to review 
recommendations, although the formality 
of the procedure is partly dependent on 
the number of employees. Two of the 
companies in this group have approxi- 
mately 300 employees, one has about 
600, and the fourth employs approxi- 
mately 1,200 people. 


The second category is composed 
primarily of small companies. In this 
group, personnel activities are a rela- 
tively minor duty assigned to one or two 
officers. Little or no use is made of 
formal salary administration procedures. 
Salary policy gets only secondary con- 
sideration from top executives and is de- 
veloped and approved in a highly infor- 
mal manner. Little or no staff assist- 
ance is provided the person responsible 
for salary policy recommendations. Prob- 
lems are largely met as they arise with 
little or no advance preparation. Fre- 
quent reference is made to the actions 
and policies of the larger companies, and, 
in general, they approximate those made 
by these larger companies which are bet- 
ter equipped to reach sound decisions. 

The largest firm among the group sur- 
veyed forms a third category. With over 
2,000 employees divided between a par- 
ent company and two subsidiaries, salary 
administration and salary policy recom- 
mendations are the duties of three line 
executives. Although a centralized Per- 
sonnel DepartmemM exists, its functions 
in relation to salary matters are ex- 


tremely limited. This situation is partly 
due to the organizational structure of 
the company and management attitudes 
affecting personnel procedures in gen- 
eral, All decisions which affect company 
personnel are made at top levels. Rela- 
tively little authority is delegated to 
staff officials. No formalized, central sal- 
ary administration exists. At the pres- 
ent time, top line officers control salary 
decisions within their own branches of 
the organization, 


CONCLUDING OBSERVATIONS 


The factors most important in shaping 
the long-term salary policies of the ten 
insurance companies studied have been 
the stability of insurance operations and 
the necessity for maintaining costs at 
unchanging levels for long periods. Evi- 
dence collected shows that management 
has adopted a policy of paying stable 
salaries and maintains a relatively con- 
stant employment force regardless of 
economic conditions. In the postwar pe- 
riod, local insurance salaries, as a re- 
sult of this policy, have been below the 
average for all industry in the area. 
This fact has created many difficulties 
for the Philadelphia insurance companies 
both in hiring new employees and in 
holding established workers. 


The companies have all developed a 


short-run policy designed to help them. 


weather the present condition of infla- 
tion without sacrificing the long-term or 
underlying position of the business. 
“Cost-of-living bonuses” have been insti- 
tuted on a temporary basis with the 
thought that they might be removed 
when wages and prices generally re- 
turned to lower levels. In all cases, how- 
ever, the special “bonuses” have assumed 
a permanent character. Thus, it may be 
concluded that the local insurance com- 
panies have been forced to make some 
compromises with traditional policy by 
making permanent increases in general 
salary levels. The latter will ultimately 
have to be reflected in higher premiums 
since as a permanent cost they must be 
covered without reference to contingency 
reserves held by the companies. 
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